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BEN 
Answer-17 


Naltar Establishment 
Statement of financial position ns at 31 December 2019 


Assets 
Fixed assets - net 22,590 + 2,500 – 250 


Current assets: 
15,320 — 1,320 


Closing stock 

Trade receivables 19,730 — 640 — 504 
Prepayment 

Cash & bank 3,850 — 500 


Equity & liabilities 


... Opening capital m 
` Net profit for the year (W-1) $t 
Drawings 1,400 + 200 (1,69 
Net equity 77-33 
Current liabilities: 
Trade payables 17,332 + 5,800 
Other payables 2,680 — 500 
480 — 48 


Discount received 


(W-1) Corrected net profit for the year Rs. in Ч 
Unadjusted profit i 9Х 
Corrections: 

Add: Other income X 
Drawings 2 
Prepaid insurance 5 
Plant M 
Discount received | * 
Less: Purchases А 
Cost of sales | (45 
Sales M 
Bank charges 3 
Depreciation шан 


Adjusted profit 


Suspense Account 

Rs. in $000 
300 

504 


Given 


Bank charges к. 


Bad debt expense 
Debtor (671 — 167) 
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No entry is made therefore wo will pass this 


entry ns purchases are recorded when goods 
are received 


Purchases : _ 5,800 
Creditors 


Stock | 15,320 
Cost of sales 


15,320 


6,400 


Saks 
Debtors 


Bank : 2294 | Bank charges | ; 
, Suspense | | |... 294 |Suspense 294 


No entry is m 


ade therefore we will pass this | Advance from customer 
entry 


Operating expenses 
. Cash/bank 


Repair and main, exp 5 2,500 


| Fixed assets 
Cash / bank 


Repair and main. exp 2,500 
-|Dep.(250032090x6/1) 250 
Fixed assets 


Answer-18 


) 


t) Effect on net rofit: 
Given profit 


Return inward/outward aA 
i Rent income o o - 
1 Depreciation 


(180 х 15%) + (220 x 15% х 8912) | 


МА 


1 
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СНАРТЕБ-9 


For understanding of students 


Journal entries 


ЇЙЛ 


ч 


180х15% 
Acc. Dep.(220x15% 


cpreciation expense 
Advanced rent 
Suspense 
Suspense 


cc. de 
oss for embaz. 


р 
Accumulated Dep, 


Depreciation expense 


са © © © 
ын e N ч 
с» N 


Purchase retum 


Creditors 


Rent income 
Advanced rent 
q D 
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CORRECTION OF ERROR 


ee ЕНЕ 
ICAP QUESTION BANK QUESTION 
postion 1 


f debit 
tant of Grant Company has prepared a trial balance, but has found that the total o 

The acc Rs.864,600 and the total of credit balances is Rs,862, 150. 

planes 


stigation, he discovers the following errors in the book-keeping: 
Бай 
oni 


| tal 
tal purchases in the period were recorded at Rs.100 below their correct value, although the to 
(1) is of trade payables was correctly recorded. 

т 


i | 
Total telephone expenses were recorded at Rs.1,000 above their correct amount, although the tota 
0 value of the amounts payable was correctly recorded, 


Purchase returns of Rs.550 were recorded as a debit entry in the sales returns account, but the 
correct entry had been made in the trade payables control account. 


T Equipment costing Rs.2,000 had been recorded as a debit 
( account. 


) Rental expenses of Rs.5,490 were entered inco 
6 entered correctly in bank account in the ledger. 


entry in the repairs and maintenance 


rrectly as Rs.5,940 in the expense accountbut were 


(6) Bank charges of Rs.200 have been omitted entirely from the ledger. 

(Note: Individual debtors and creditors accounts are maintained in the general ledger) 
Required 

() Prepare journal entries for the correction of the errors. 


() Open a suspense account. Record the a 


ppropriate corrections in the suspense account, so that the 
balance on this account is eliminated. 


(ICAP Example 21) 
Question 2 


A bookkeeper in error recorded 


the purchase cost of a new item of equipment as Rs.36,000 when it 
should have been Rs. 360,000. 


A draft profit of Rs, 2,560,000 for the period was calculated before the dis 


covery of the error. This 
included a depreciation charge of 10% (Rs. 3,600) for the equipment. 


Required: What is the correct figure for profit? 


А bookkeeper in 

Maintenance costs. 

ы Profit of Rs. 300,000 for the period was calculated before the discovery 

к ion оп machinery is charged at 20% on cost, with a full year’s charge in 
Sition, 


(ICAP Example 2 7) 


error recorded the Rs. 60,000 purchase cost of a new machine as repairs and 


of the error. 
the year of 


Quire. . 
Wired: What is the correct figure for profit? 


(ICAP Example 28) 
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: СОЁВЕ 
CTION OF ERR, 
` Question 4 
The bookkeeper has produced the following statement of financial position at 31 December f 
Newsagents. Or Smeten 
Rs. 
Non-current assets а 
Current assets 7224 
Inventory 18,826 
Trade receivables 26,216 
Drawings 8,260 
Suspense account 3,830 
Cash 700 
57,832 
130,04 
Capital account 50,224 
Loan — L Franks 12% 20,000 
Trade payables 26,782 
Bank overdraft 14,634 
Profit for year 18,400 
130,040 


Jan Smetena, the proprietor, is unhappy with the statement of financial position and asks you to revise it. 

You discover the following. 

(1) The suspense account balanc 

(2) The purchases day book total for October 
Rs.4,310 although the correct entry was ma 

(3) Inventory sheets were overcast by Rs.2,000. 


(4) Cash should be Rs.110. 


e represents the difference on the trial balance. 
of Rs.4,130 was posted to the purchases account 8 
de to the payables ledger control account. 


f Rs.4,600 has been omitted from the trial balance. 


(5) Fixtures and fittings account balance о 

(6) Interest for a half year on the loan account has not been paid and no provision has been made fèr 
it. 

Required: 


(a) Show the journal entries to correct the above errors. 


(b) Write up the suspense account. 


- A" : «ител 
(с) tement of financial position at 31 December. Clearly show the adjust" 


Draw up a revised sta 
to profit. 
| (ICAP Example 33) 
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TION OF ERRORS. 


CORREC 


ICAP QUESTION BANK ANSWER 


‘The journal entries for the correction of the errors shall be prepared as follows: 
(9 


НИНЕ” 17 или 
Correction of error: telephone expenses over-stated by Rs.1,000. 
ШИН: илр 
Б Sales returns Lose eet 550 
Correction of error. Purchase returns of Rs.550 incorrectly recordedas a debit entry in sales 
returns. : Ж ? 
200 | 


Correction of error. Equipment purchase costs incorrectly recorded as repairs andmaintenance 
expenses 


ST П РЕЗБИН 
Б Ганава а 


Correction of error: rent expenses over-stated by Rs.450. 


E Interest expense 


Bank account : 


[23] 


The appropriate corrections in the suspense account shall be as follows: 


Transaction omitted from the ledger. ` 


Suspense account 


Telephone expenses 


Opening balance 
(864,600 — 862,150) 


Purchases 


Purchase returns 
Sales returns 


Rent expenses 
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US 


Tutorial notes 


i : i Rs.2,450. A suspense account; 
1 In the trial balance, total debits exceed total credits by “2 | ntis the. 
opened with a credit balance of Rs.2,450, to make the total debits and credits equal, Efore 


(2) It helps to think about the ledger account that needs A h E then make the ; 
. account entry as the matching debit or credit. For examp К Te е ү ee under. 
the purchases account, the correction must be to increase the debit side of the purchases 

by Rs.100. The matching double entry is a credit in the suspense account. 


(3) You also need to recognise that one of the errors and the omission can be corrected wi 


issi ; n 
a suspense account, because the error/omission has not made the total debits and Credits Unequal 


Ense 
Stated in 
ассо 


Answer-2 


Rs, 


Draft profit | 2,560,009 
Add back: Depreciation incorrectly charged 3,600 
2,563,600 
Deduct: Correct depreciation charge (10% * Rs. 360,000) (36,000) 
‘Adjusted figure for profit | 2,52 
Adjusted igure for profi — 527160) 
Rs, 
300,000 


Add back: Repair costs incorrectly charged. 
. | Deduct: Depreciation charge (20% * Rs. 60,000) i 
Adjusted figure for profit 


Answer-3 
Г) 
igur 


(12,000) | 


Answer-4 =" 


Particulars 


1,200 
Part (b). | : 


b/d (balancing fig.) 
Purchases (2) 
Cash (4) 
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part (©) | 5 SMETENA NEWSAGENTS 


M 5 ‘ Statement of financial position (revised) — ' | | | Rs 
31st December Rs. : N ‘ 
As 0P ent assets (72,208+4,600) (5) 6,808 
ntassets — | 
Cun (882600) 1 БУРЭГ a x 16,826 
Trade Receivables | 2 nd 
228). | . | М 
cash (700-590) (4) | 119:960 
Total assrentfiabilities ' 
n- current liabilitie ‚ | 
8 -L Franks К ... 20,000 
Current liabilities J^ | 
-Bank overdraft - | | 14,634 
Trade payables | 26,782 : ` 
"Accrued expenses ‘ 1.00 42,616 
Total liabilities : | 62,616 
Opening capital | 50,224 
Profit W EL 15,380 | 
Drawings (8,260) 57,344 
Total liabilities and capital i | : 119,960 _ 
N Working (W) | Rs. 

. Profit (unadjusted) Ё 18,400 
Inventory overstated (2,000) 
Interest on loan (1,200) 
Purchases overstated 180 

15,380 


_ Net profit (adjusted) 
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` ICAP MULTIPLE CHOICE QUESTIONS (MCQs) 


Q.1 Amna wrongly credited return inwards of Rs. 3,500 to returns outward although М 
Account was correctly credited. : Кесер, 
What will be the difference in trial balance prepared at the year end? 
(a) Total of trial balance on the debit side will be Rs. 3,500 more than total of credit Side 
Total of trial balance on credit side will be Rs. 3,500 more than the total of debit sige 


(b) 
Н (с) Total of trial balance on the debit side will be Rs. 7,000 more than total of Credit sid 
е 
(4) Total of trial balance on credit side will be Rs. 7,000 more than the total of debit side 


For the year ended 31 December 2018 Ahmad showed a profit of Rs. 15,500. 

It was further discovered; during the year he purchased a piece of equipment for Rs, 5 
Transaction was recorded as Debit Repairs account and Credit Cash account, It is pole A 
depreciate equipment а! 1096 and charging full year's deprecation in the year of purchase, 4 
What is the impact of correcting the error on statement of profit or loss for the year? 

(a) Profit will be increased by Rs.5,000 > (b) · Profit will be reduced by Rs.5,000 

(c) Profit will be increased by Rs.4,500 (d) Profit will be decreased by Rs.4,500 


Which of the following errors will require creating a suspense account? 


Q.2 


0.3 


(a) ^ Repairs expense was considered a purchase of asset 


(b) Purchase of inventory was considered purchase of non-current asset 


(c) An invoice of Rs. 2,500 was totally omitted from the books 
Petty cásh expenses of Rs. 500 were only credited to bank account 


(d) 
Q.4 © Zahid granted only early settlement discount allowed of Rs. 1,500 to one of its customers. The 
| discount amount was correctly entered in the account receivable control account but it was 
wrongly credited not discount allowed account. 
In order to balance the trial balance at year end, what should be the balance of suspense account 
in trial balance? 
(a) Rs. 3,000 Cr (b) Rs. 3,000 Dr 
. (c) Rs. 1,500 Dr (d) Rs. 1,500 Cr 
Q.5 - The suspense account shows a debit balance of Rs. 500. 


Which of the following errors could be the cause of suspense? 
(a) Overstatement of salaries expense by Rs.500 
(b) Overcasting sales account'by Rs.500 


5 (c) Undercasting of sales by Rs.500 
(d)' Payment to supplier Rs.500 was wrongly omitted from records 


Interest expense of Rs. 100 has been wrongly debited to stationery expense. 


Q.6 
- What entry is required to correct the error? 
(а) Dr Interest expense Rs.100; Cr Suspense Account Rs. 100 
" (b) Dr Interest expense Rs. 100; Cr Stationery expense Rs. 100 
(c) Dr Suspense Account Rs.100; Dr Interest expense Rs.100 Cr Stationery expense pate 
(d) Dr Suspense Account Rs, 100, Cr Stationery expense Rs, 100 
204 pe eee 


Scanned with CamScanne 


ЕК2 ИС | 
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Which of the following errors will not affect a trial bal ? 
ance’ 


07 ЭР 
Rs.5,000 utility expe 
| см: ааг Were entirely omitted from recording 
К н не по recorded as Rs.1,500 in rent account. 
5 / 5. л 1 H i i 
peoe 0 ing been éredited to Discount received and credited to 
' (d) | Сая paid Rs.3,000 for repair i 
е | air of equ ^ i i 
Which error will cause an entry i CHAMPIONS credited to repairs account 
Q5 1 s Ty in the suspense account? 
a transposition error w : : 
Ч An "a s d when transferring a ledger account balance to the trial balance 
| mission. where the wrong account is used for a trafisaction but it is the 
correct type of account : | | 
(с) An error of omission 
(d) An error of principle 


0.9 The correction of which error requires ап entry in the suspense account? 
t (a) A cheque, Rs.2,000, paid to Asif had been debited to Arif's account. 


MO, A шев of stationery, Rs.80, had been debited to the purchases account. . 
(с) COMMISSION income, Rs.120, had been debited to a loan interest account. 
(d) Salaries account had been undercast by Rs.300 and the entertainment account had been 


overcast by Rs. 300. 


010 A trial balance was extracted from the books of Nizam. It was found that debit side exceeded. 
credit side. Following errors were identified; | : 


(i) Purchases account was over-cast by Rs. 120,000. 
(ii) . An amount paid to Sajjad was debited to the control account as Rs. 98,000 instead of 
Rs.89,000. 


(Hi) ^ Sales account was under-cast by Rs. 11,000. 
What was the balance of suspense account before correction of errors? 

. (a) Rs.140,000 Cr | (9) Rs.140,000 Dr 
с) . 0 (d) Rs.271,000 

0.11 The credit side of a business trial balance is Rs. 2,000 more than the debit 8146. 

Which one of the following could be the reason for that? aa 
(a) Credit purchase of Rs. 6,000 was recorded in Purchase day book as Rs. 4,000 
(b) Cash paid to supplier Rs. 2,000 was omitted from books 


(c). Overpayment of Rs. 2,000 was received from a customer 
(d) Credit sales of Rs. 7,000 was posted to account receivable control account as Rs. 5,000 


while it was correctly entered in sales account 
0.12 A suspense account was opened when a trial balance failed to agree. The following errors were 
discovered afterwards: 
(i) An electric bill of Rs. 620 h 
(ii) ^ A discount allowed of Rs. 2 


(iii) ^ Interest given by bank Rs. 450 was с 
account should be shown 


ad been recorded in the electric charges account as Rs.250 

00 was wrongly credited to discount received account 

lebited to bank account only 

in trial balance in order to make trail 


At what amount the suspense 

balance agree? / 

valance agree (b Rs320Cr 
(a) Rs.320 Dr (d) — Rs.120Cr 


(c) Rs.120 Dr 
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Q.13 Trial balance of a business did not agree and a suspense account was created. 


Gn ог : СЭРЖ, 
a Rog m revealed that while posting insurance expense was posted as Rs.254.000 
What entry is required to correct the error? 

(a) Dr Suspense a/c Rs.9,000 Cr Insurance a/c Rs.9,000 

(b) Cr Suspense a/c Rs.9,000 Dr Insurance a/c Rs.9,000 

(c) Dr Insurance a/c Rs.245,000 Cr Cash a/c Rs.245,000 

(d) Cr Insurance Rs.245,000 Dr Suspense Rs.245,000 


0.14 А sales retum of Rs. 400 has been wrongly posted to the credit of the purchases return account 
but has been correctly entered in the customer's account. | i 


Which of the following will be the ef fects of the error? 
(a); Profit for the year will be overstated by Rs.400 
(b) Profit for the year will be overstated by Rs.800 
(c) Credit side of the trial balance will be Rs.400 more than debit side 
(d) Debit side of the trial balance will be Rs.800 more than credit side 
0.15 А company’s trial balance failed to agree, the total being: 
Debit Rs.950,300 
‚ Credit +. Rs.955,300 
Which one of the following is the reason of this difference? 
(a) Utilities expense of Rs.5,000 entirely omitted from recording 
(b) Transportation in of Rs.5,000 is recorded as transportation out 
(c) Discount received Rs.2,500 debited in error to the discount allowed account 
: (d) Discount allowed Rs.2,500 was wrongly recorded as discount received | 
Q.16 Following errors occurred in books of Majid & Co. 


11) Carriage inwards of Rs. 100 was debited to carriage outwards 
(2) Purchase of inventory Rs. 5,000 was debited to repairs account 
G).* Rent expense was Rs. 200 was credited to rent account. | 
What will be the balance of Suspense account? 


Rs. 
Q7 -A return inward of Rs. 180 has been wrongly recorded as carriage inwards and a repair expense 


of Rs. 250 was wrongly debited to salaries account. What is the impact on net profit of the 
correction of these errors? 


. (a) Rs. Nil (b) Rs. 180 Decrease 
(c) Rs. 250 Decrease (d) Rs. 70 Decrease 


Q.18 A suspense account was opened when a trial balance failed to agree. The following errors wer 
discovered afterwards: 


(i) A payment of Rs. 5,000 to a supplier was credited to his account 
(ii) A retürn outwards of Rs. 400 was wrongly debited to return inwards account 


(1). Payment for establishment of petty cash fund by Rs. 1,000 was only credited to pank 
account 
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1 amount the suspense account would have been created before correction of these errors? 
At ern 5,400 Credit. (b) Rs. 10,200 Debit 

(a) " 5.400 Debit . (d) Rs. 10,200 Credit 

i xtracting trial balance a business has identified following errors: 
p fer? Owner's home rent paid Rs. 1,500 has been debited to business.rent account . D 
: » Purchase of stationery Rs. 500 has been debited to machinery account. Depreciation rate 
Е ший paid Rs. 150 for inventory has been debited to stationery account Profit for the - 
e year before correction of these errors was Rs. 10,500. | 
What is the amount of corrected profit? 
а) Rs. 11,500 (b) Rs. 11,550 

^ Rs, 11,600 (d) .В5. 11,750 
А cash refund of Rs. 20,000 due to customer A was correctly treated in the cash book and then 
credited to the accounts receivable ledger of customer B. | 
At what amount the suspense account should be shown in trial balance in order to make trial 


: Т 


balance agree? 


() Rs. 20,000 debit (b) Rs. 20,000 credit 
(с) Rs 40,000 debit (d) Rs. 40,000 credit 
Ivi “Treating a revenue expense as a capital expenditure" is an example of? 
(a) Compensating errors (b) Error of omission 
() Error of commission  . (d) Error of principle 
022 Ifan effect of an error is cancelled by the effect of some other error, it is commonly known as 
| (a), Errors of principle. (b) Errors of omission 
(с) ^ Compensating errors (d) Errors of commission 


Q23 Goods of Rs.100,000 purchased from Abbas Traders were recorded in sales book, the 
- rectification of this error will : 
(a) Increase the gross profit (b). Reduce the gross profit 
(с) Have no effect on gross profit (d) None of the given options 
024 What would be the total of the trial balance if a purchase return of Rs.84,000 has been wrongly 
posted to the debit of the sales return account, but had been correctly entered in the suppliers 
‘account? 
(à The credit side to be Rs.84,000 more than debit side 
(b) The debit side to be Rs.84,000 more than credit side 
(c) The credit side to be Rs.168,000 more than debit side 
(d) The debit side to be Rs.168,000 more than credit side 


045 When opening stock is overstated, net profit for the accounting period will be 
(a) Overstated (b) Understated 
m ©) No effect | (à None of the above 
Difference of totals of both debit and credit side of the trial balance is transferred to 
V) Difference account (b) Trading account 
(0 — Miscellaneous account (d) ^ Suspense account 
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. 9.27. Goods purchased from supplier worth Rs.200,000, no entry made in purch 


example of; ases bool. i. an 


(a) Error of posting ^ | (b) Error of omission б 
(с) Error of principle ^ (d) Compensating errors 
Q.28 Purchase of fuel for the car is capitalised to motor vehicles. It is a type of 
(a) Error of posting.» (b) Error of omission 
(c) Error of principle . (d) — Compensating errors 


0.29. A company incorrectly recorded a credit sales invoice of Rs. 45,000 as-Rs. 54,000 Wh 
appropriate entry, the company should follow regarding the error of Rs. 9.000? | 
(а) Add Rs. 9,000 to its Cash account ` 
(b) Sales (Dr) and Receivable (Cr) with Rs. 9,000 
(c) Receivable (Dr) and Sales (Cr) with Rs. 9,000: 
(d)  . None of the above 

Q.30 Which of the following account(s) will be affected, while rectifying the error of Carriage paid 
Rs. 50,000 for the newly purchased machinery mistakenly debited to carriage account? 


at is the 


(a) Only machinery account 445) Only carriage account 
. (c) Both carriage and machinery account (d) Only cash account , 
Q.31 If a cash sale is made for Rs. 400,000 and posted as follows: 
Account Debit . Credit 
Sales ` | 400,000 
Cash | | 400,000 


What would be the correcting entry? 
(a) Sales (debit) = Rs. 800,000 and Cash (credit) = Rs. 800,000 
(b) Cash (debit) = Rs. 400,000 and Sales (credit) = Rs. 400,000 
(C)' Саѕһ (debit) = Rs. 600,000 and Sales (credit) = Rs. 600,000 
(d) Cash (debit) = Rs. 800,000 and Sales (credit) = Rs. 800,000 1 

Q.31 Received cheque from debtor — Faraz worth Rs. 100,000 was treated as received from debtor- 
Sarfaraz. What would be correcting entry? 
(a) Sales (debit) = Rs. 100,000 and debtor - Faraz (credit) = Rs. 100,000 - 
(b) Debtor - Faraz (debit) = Rs. 100,000 and debtor — Sarfaraz (credit) = Rs. 100,000 
(c) Debtor - Sarfaraz (debit) = Rs. 100,000 and debtor —Faraz (credit) = Rs. 100,000 

3 (d) - Sales (debit) = Rs. 100,000 and debtor — Sarfaraz (credit) = Rs. 100,000 

Q.33 Which of the following errors will create balance in a suspense account? 
(a) . Repairs expense was considered as purchase of asset 
(b) Purchase of inventory was considered as purchase of non-current asset. 
(c) Ап invoice оЁК5. 2,500 was totally omitted from the books. . 
(d) Petty cash expenses of Rs. 500 were only credited to bank account 

0.34 Office supplies purchased (and held in stock) were mistakenly:debited to Purchases account. This 
type of error 18 called: ' 


(a) error of omission ; (b) compensating error Ч 
(c) . error of principle ` > (d) error of transposition 
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a 

while reviewing the draft fi РЕТ statements of Sky Electronics (SE) for the year ended 31 
! 03° pecember 2 2017, following error has been identified: 

Computers costing Rs. 240,000 purchased:on 1 September 2017 for office use were debited to. 
purchases account. SE depreciates computers at 20% per annum using straight line method. 
What would be the impact of Competing the above error on property, plant and equipment as at 31 
December 2 2017? : | : 
(a) | Increase by Rs. 240,000 (b). Increase by Rs. 224,000 
(c) Increase by Rs. 200,000 | (d) . Increase Бу Rs. 192,000 

036 While reviewing the draft financial statements of Sky. Electronics (SE) for the year ended 31 


December 2017, following error has been identified: 

Trade receivables include a balance of Rs. 180,000 which is ‘irrecoverable but has not been 
written-off. Further, a recovery of Rs. 96,000 against receivables written off in prior years was 
credited to trade receivables. As per SE's policy, provision for doubtful receivables has already 
been made at 5% on year-end balance. 

If the profit before correcting the above was Rs. 800,000, what would be annt of corrected 


| profit? s Zh 
(a)  Rs.716,000 ` TEN — (b) Rs. 720200 | 
(c) Rs. 711,800 (d) None of above 


0.37 While reviewing the draft financial statements of Sky Electronics (SE) for the year ended 31 
December 2017, following error has been identified: 
A cheque of Rs. 192,000 was received after a discount of 496 from a customer. The related 
revenue was recorded at gross amount. However, in the cash book, the amount received was 
entered in the discount allowed column and the amount of discount was entered in the bank 
column. SE does not maintain separate account for discount allowed and any revenue reversal is 
directly posted to Sales account.- í 
What would be the correcting entry for above? 
(a) Debit Bank Rs. 192,000 and Credit Sales Rs. 192,000 
(b) . Debit Bank Rs. 184,000 and Credit Sales Rs. 184,000 
(c) Debit Sales Rs. 192,000 and Credit Bank Rs. 192,000 
(d) Debit Sales Rs. 184,000 and Credit Bank Rs. 184,000 
Q38 Draft income statement of Timothy Enterprises (TE) for the year ended 31 December 2017 shows 

gross profit of Rs. 850,000 and net profit of Rs. 460,000. 
It was subsequently discovered that an invoice of Rs. 3,700 was debited to purcusses but the 
goods were received after year-end and were not included in the closing inventory. 
Compute the corrected gross profit and net profit for the year. 
(a) ^ Gross Profit Rs. 846,300 & Net Profit Rs. 456,300 

-(b) — Gross Profit Rs. 853,700 & Net Profit Rs. 463,700 
(с) ^ Gross Profit Rs. 850,000 & Net Profit Rs. 463,700 
(d) ; Gross.Profit Rs. 853,700 & Net Profit Rs. 460,000 
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Q.39 Draft income statement of Timothy Enterprises (TE) for the year ended 31 December 2017 
gross profit of Rs. 850.000 and net profit of Rs: 460,000. shows 
It was subsequently discovered that transportation inward amounting to Rs. 2,000 was included ; 
transportation outward. ed in 
Compute the corrected gross profit and net profit for the year. 
(a) Gross Profit Rs. 848,000 & Net Profit Rs. 460,000 
(b) Gross Profit Rs. 852,000 & Net Profit Rs. 462,000 
(c) Gross Profit Rs. 848,000 & Net Profit Rs. 462,000 

(d) Gross Profit Rs. 852,000 & Net Profit Rs. 458,000 

Q.40 Draft income statement of Timothy Enterprises (TE) for the ycar ended 31 December 2017 shows 
gross profit of Rs. 850.000 and net profit of Rs. 460,000. O | 
It was subsequently discovered that the sub-total of a closing stock sheet had been carried 
forward as Rs. 21,830 instead of Rs. 21,380. | 
Compute the corrected gross profit and net profit for the year. 

Gross Profit Rs. 850,450 & Net Profit Rs. 460,450 


(a) 
(b) Gross Profit Rs. 849,550 & Net Profit Rs. 459,550 
(c) Gross Profit Rs. 850,450 & Net Profit Rs. 459,550 


Gross Profit Rs. 849,550 & Net Profit Rs. 460,450 


(d) 
(TE) for the year ended 31 December 2017 shows 


. Q.41 Draft income statement of Timothy Enterprises 


- gross profit of Rs. 850,000 and net profit of Rs. 460,000. 
It was subsequently discovered that a receipt of Rs. 24,000 was credited to sales. The amount was 


received from a credit customer who availed a cash discount of Rs. 1,000 on this payment. It was 
already expected that this customer will avail the cash discount at the time of sale. 

Compute:the corrected gross profit and net profit for the year. _ 

Gross Profit Rs. 826,000 & Net Profit Rs. 436,000 


(a) 
(b) Gross Profit Rs. 874.000 & Net Profit Rs. 484,000 
(c) Gross Profit Rs: 825,000 & Net Profit Rs. 435,000 


. (d) Gross Profit Rs. 875,000 & Net Profit Rs. 485,000 
Q.42 Draft income statement of Timothy Enterprises (TE) for the year ended 31 December 2017 shows 
gross profit of Rs. 850,000 and net profit of Rs. 460,000. | | 
It was subsequently discovered that purchase of office c 
Rs. 42,000 was entered in the purchase account. De 
the rate of 25%. 

Compute the corrected gross profit and net profit for the year. 
Gross Profit Rs. 892,000 & Net Profit Rs. 491,500 


omputer on 1 April 2017 amounting t0 _ 


preciation on office computer is provided at 


(a) 
(b) Gross Profit Rs. 892,000 & Net Profit Rs. 494,125 
(c) Gross Profit Rs. 808,000 & Net Profit Rs. 491,525 
(d) Gross Profit Rs. 808,000 & Net Profit Rs. 428,500 
) for the year ended 31 December 2017 shows 


Q.43 Draft income statement of Timothy Enterprises (TE 
gross profit of Rs. 850,000 and net profit of Rs. 460,000. 


It was subsequently discovered that goods having sales value of Rs. 
made in the books. TE uses periodic inventory method and goo 


4 s 
4,500 were used for office 
ds are 


repairs. No entry has been 
sold at cost plus mark up of 25%. 
Compute the corrected gross profit and net profit for the year. 
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3) Gross Profit Rs. 853,600 & Net Profit Rs. 460,000 
d) Gross Profit Rs. $46,400 & Net Profit Rs. 464,500 
©) Gross Profit Rs. 854,500 & Net Profit Rs. 455,500 
(д) Gross Profit Rs. 845,500 & Net Profit Rs. 459,100 зай 
Draft income statement of Timothy Enterprises (TE) for the ycar ended 31. Dec 
gross profit of Rs. 850.000 and net profit of Rs. 460,000. наг 
It was subsequently discovered that purchase return amounting to Rs. 6.700 has be 
sales return. 
Compute the corrected gross profit and net profit for the year. 
(a). Gross Profit Rs. $56.700 & Net Profit Rs. 467,700 
(9 Gross Profit Rs. 863,400 & Net Profit Rs. 473.400 
(с) Gross Profit Rs. 843.300 & Net Profit Rs. 453,300 
(d) Gross Profit Rs. 836,600 & Net Profit Rs. 446.600 | 
Q45 Draft income statement of Timothy Enterprises (TE) for the year ended 31 December 2017 shows 
gross profit of Rs. 850.000 and net profit of Rs. 460,000. 
It was subsequently discovered that the owner had withdrawn goods costing Rs. 4.680 for 


personal use. Мо entry has been made in the books. TE uses periodic inventory method and goods . 
are sold at cost plus mark up of 25%. 


Compute the corrected gross profit and net profit for the year. 
(a) Gross Profit Rs. 854,680 & Net Profit Rs. 464,680 
(b) Gross Profit Rs. 855.850 & Net Profit Rs. 465,850 
(c) Gross Profit Rs. 845,320 & Net Profit Rs. 455,320 
(d) Gross Profit Rs. 844,150 & Net Profit Rs. 454,150 
A cheque dated 25 June 2019 for Rs. 150,000 was received from an insurance company and 
deposited by the owner in his personal bank account. The cheque was received in settlement of an 
inventory loss claim. Actual inventory loss was determined at Rs. 180.000. No entries have been 
made for loss of inventory and insurance claim. The business uses periodic inventory method. 
Which of the following effect would be part of correcting entry? 
(a) Debit Abnormal loss Rs. 30,000 (b) Debit Drawings Rs. 150,000 
(c) Credit Purchases Rs. 180,000 (d) All of above 
Goods amounting to Rs. 350,000 received from'a supplier after proper inspection on 30 June 
2019 were included in the year-end physical inventory count but recorded in purchases day book 
on ] July 2019. The business uses periodic inventory method. i 
What would be appropriate correcting entry if the year-end is June 30, 2019? 
(a) Trade payables Debit Rs. 350,000 and Purchases Rs. 350,000 
(b Drawings Debit Rs. 350,000 and Purchases Rs. 350,000 
(c Purchases Debit Rs. 350,000 and Trade payables Rs. 350,000 
(d None of above | 


ber 2017 shows 
„+ 
` , recorded as 


Q.46 


0.47 
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| | $ 


0.48 Zeta Traders (ZT) has prepared its draft financial statements for the year ended on 30 
On review it was discovered that third party stock of Rs. 500,000 lying on ZT premi 
included in ZT's year-end inventory. ZT uses periodic inventory method. 

What correcting entry is required? 

(а).  Noentry is required. ‚ 

Ф) Inventory (debit) Rs. 500,000 and Cost of Sales (credit) Rs. 500,000 

(c) Third party (debit) Rs. 500,000 and Purchase return (credit) Rs. 500,000 
(d) Cost of Sales (debit) Rs. 500,000 and Inventory (credit) Rs. 500,000 

Q.49 On I July 2021, a repair expense of Rs. 100,000 was debited to office machinery account 
Depreciation of 15% has been recorded at year end of 31 December 2021. What will be impact a 


June 2019 
Ses has been 


correcting above error on gross profit? 4 
(a) Rs. Nil ` (b) ^ Rs. 100,000 Decrease 
(c) Rs. 85,000 Decrease Е (4) Rs. 92,500 Decrease 


Q.50 . Correct accounts, correct amounts but incorrect sides’, which of the following type of error is . 
indicated by preceding phrase? | . 


(а) Error of commission (b) Error of principle | 
(с) Error of original entry (d) Complete reversal of entries 
; 2 | | | i j 
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S UTIONS : 
(САР MULTIPLE CHOICE QUESTIONS (MCQs) SOL 


KE Hence the effect 
Instead of debiting returns inwards; returns outwards have been c 7.000 
(d) " error is tl t credit id quA р Rs. 3,500х2 = Rs. ? 
M of error 18 that credit side exceed by double amount Rs. 3, 
" (c) 
Equipment Equipment. 
Cash Repair " 
. е | Dep. (5,000х 10% 
Acc. Dep. 
: . This 
(d. . Suspense-account is created when debit and credit side of trial balance are not equal. T 
123 does not arise when en entry is posted io incorrect account or totally omitted. 
Dis. Allowed | Suspense 
Debtor Debtor 
Dis. receive 
AS (b) Sales are credit and over casting it is excess credit side (debit side short by Rs.500), so 
suspense account of Rs. 500 balance would be created. | : 
A6. (b) | 
Interest exp. 100 Stationery 100 Interest - 100 
Cash 100 Cash 100 Stationa 100 
CAT (8) There is no impact on (a) on trial balance since no double entry has been recorded 
A8 (a ' Any error while transferring balance of ledger account to trial balance would affect one 
balance (and one side) only, and suspense account would be created. 
А9 (c) Commission income is credited but it was incorrectly debited to interest account, creating 
Зэ, a difference by double amount. | | l | J 
А10 (a) (i) . A Debit exceeds by Rs. 120,000, 
(ii) Debit exceeds by Rs. 9,000 (98,000 — 89,000) 
(ili) - Debit exceeds by Rs. 11,000 
= 120,000 + 9,000 + 11,000 = Rs. 140,000 Cr 
АП (9) Debit and credit sides of the entry are not equal hence suspense arises, 
A.12 (a) ` | 
Suspense Account 
Particular , Rs. Particular 
Electricity bill (620 — 250) 370 | Interest income 
Discount allowed (200x2) - 400 | 
E c/d 320 
213 
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- W 
Insurance Exp. 245,000 Insurance Exp. 254,000 
| Cash 245,000 |. Cash 245,000 


E ERR Э 
Suspense ЗО | 
_Insurance ЫГ 


А14 (b) | d" y 
Sales return ME — 

Debtor Debtor Ч 

Purchase return - 40) 


Sales return for Rs.400 has not been recorded rather purchase return for Rs.400 has bee 


Ч recorded Моп | 
. Sales return decreased profit 

| , Purchased return increased profit 

| АЛ5 (d) 


Discount receive 


Discount allowed - 2,500 
‚Алб Р. 400 Suspense account is created when errors affect trial balance 


Error (1) and (2) do not affect trial balance 


Error (3) is single side error and affects trial balance with double amount as rent expense should 
have been debited and it was rather credited. | 
А.17 (a) The recording of return inwards (sales return) would have reduced the profit by Rs. 180, 
the same was effect.of recoding carriage inwards (an expense), there is no effect of 
correction of this error on profit. Same reason for the other transaction. 


А18 (b) | 
| 40) Double impact Rs. 10,000 debit side short 
(1) - Double impact Rs. 800 credit side short 
(iii) ^ Rs. 1,000 debit side short 
. Net impact is = Rs. 10,000+1,000-800 = Rs. 10,200 debit 
А19 (Ы | | Der 
: Ownér's home rent is drawings not business expense, so expense shall. be reversed. 
Impact of asset related error would be net of depreciation. Debiting one expense instea 
of other does not affect profit. 


Corrected profit = Rs. 10,500 $ l, 500 - (500 x 90%) = Rs. 11,550 


3 
ME 

i 

1 
1 


| А20 (с) Effect on trial balance is double of the amount on debit side since amount has Беепрой”” 
| . on wrong side (credit side). : 
Ж А21 (d) Error of principle: Correct amount But wrong type of account. 
| | | - ОСА22 (с) | Compensating errors: Two or more errors balance each other out. Л 
| | A.23 . (b) Correction would reduce revenue and increase Билгэ (and cost of sales), вой 


‚ reduce gross profit. 


A.24 (d) _ Not recording purchase return (credit side short by Rs. 9^ ,000) Recording incorre? 
return (credit side short by. further Rs. 84,000) 


t sales 
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Overstatement of opening stock would lead to overstatement of cost of salesresulting in 
1% 0) understatement of gross profit and net profit. 


(д Suspense account is created temporarily for the difference in trial balance. 
(b) Error of omission: Entry missed from the accounting records completely. 
(c) Error of principle: Correct amount but wrong type of account. 

з ONE Receivables and sales both were overstated;by Rs. 9,000. 


(c) Machinery account shall be debited and carriage account shall be credited to correct the 


a30 error. 


(d) _ The error was complete reversal of entry. It has to be rectified by recording the double 
ы . amount now. 


(с): Receipt of cheque from customer does not affect sales. The relevant customer авсан 
3} should be credited for cheque received. , 
ааз (d) Petty cash. expenses of Rs. 500 were only credited to bank account, no account was 
u debited that would cause trial balance to disagree resulting in suspense account. 
AM (©) Error of principle: Correct amount but wrong type of account. 
435 (b) Recording of computer would increase PPE by. Rs. 240,000 


Then depreciation of Rs. 16,000 (Rs. 240,000 х 20% x 4/12) would decrease PPE by 
year-end. 


The net increase would be by Rs. 224,000 
A36 (b) Bad debts expense Rs. 180,000 would decrease profit. Recovery of bad debts Rs. 6,000 
would increase profit. 


Receivables would decrease by Rs. 84,000 due to above two corrections (i.e. credited by 
180,000 and debited by Rs. 96,000) ` 


Decrease in allowance for doubtful debts will increase ин by Rs. 4,200 (i. e. Rs. 84,000 
x 596). 

Corrected profit = Rs. 800,000 — 180,000 + 96,000 + 4,200 = Rs. 720,200 

The revenue reversal should have been Rs. 8,000 (i.e. Rs. 192,000 х 4/96). Instead it was 

recorded at Rs. 192,000 (overstating the debit to revenue by Rs. 184,000). 

Similarly, the bank should have been debited by Rs. 192,000 but it was debited by only 

Rs. 8,000, causing understatement of Rs. 184,000. 

Reversal of purchase would increase gross profit by Rs. 3,700 (same effect will carry to 

net profit). 

Recording of transportation inwards would increase cost of sales, hence, decreasing gross 
profit by Rs. 2,000. However, there would be nil impact on net profit (increase in 
transportation in expense and same decrease in transportation out expense), 

Decreasing the closing stock would increase cost of sales, resulting in decrease of eross 
` profit by Rs. 450. The effect of gross profit shall carry to net profit as well. 

The receivable, should have been credited by Rs. 24,000 and not sales. Therefore, now 

sales shall be debited resulting in decrease in gross profit and net profit. No impact of 

discount allowed is required as sales would have already been recorded at net amount 

Purchases shall be reduced by Rs. 42,000 (impact on GP and NP both). Depreciation of 

Rs. 7,875 (i.e. Rs. 42,000 х 25% x 9/12) would affect net profit only., 


A31 (b) 


A38 (b) 


АМ (Qc 


А40 (b) 


Mb 
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3 : Ek 
А.43 (а) Correcting entry would be Repairs debit and Purchases credit by Rg Ro 
/ 125%). Gross profit would increase but there. would be net р. Vie " 
е me Ой Net prog Sh 
А.44 (b) Recording of purchase return would increase GP and NP by Rs, ¢ T Ч, 
sales return would increase GP and NP by further Rs. 6,700, t Also, "нь 


А.45 (а) The correcting entry would be Drawings debit and Purcha 
reduction in purchase would increase gross profit 
decrease owner’s capital but would not affect profit, 

А.46 (d) The option (a) to (c) reflect complete correcting entry, 

A.47 (с) The control of goods was taken on June 30, 2019, therefore, 
іп year 2019 and not in next year. Purchases Debit Rs, 350 
350,000 б | 

А.48 (4) Third party stock is not stock of the entity. Simply record the reversal of | 
adjustment. Cost of Sales (debit) Rs. 500,000 and Inventory (credit) Rs, 500, Wentre 


568 credit by 4 
and net profit, The dis 


Purchase sho 


000 and Trade н E Tecor 


ay ables R 


i : "s | | 000 
А.49 (а) Repair expense and depreciation of office machinery. will affect, net Profit but it h 
| effect on gross profit. | | asn 
А.50 (d) ` Complete reversal of entries: Correct accounts and amounts but sides (debit & c ф 
201 
reversed. А Р | . 
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f. | IAS 20 GOVERNMENT GRANTS 
gapi | | 


GOVERNMENT.GRANTSIAS-20 . 
оц. GOVERNMENT GRANT 
L D 


Government grants are-provided to encourage an entity to become involved in certain шэн 
that it may otherwise not have involved itself in (or may even be used to discourage ы 
activities). It is often provided to assist businesses in starting up. This obviously evi эн 
business but also benefits the government through creation of jobs and thus a larger аз 
taxpayers. к 

Types of Government Grants 

e Grants related to assets; 


©, \ 
Я Grants related to income (as a compensation of expenses). 
GRANTS RELATED TO. ASSETS 


Are government grants whose primary condition is that an entity qualifying for them nee 
purchase, construct or otherwise acquire long term assets. Subsidiary conditions may also be 


attached restricting the type or location of the assets or the periods during which they are to be 
acquired or held. ‘ ` ; 


GRANTS RELATED TO INCOME 


Are government grants other than those related to assets 
Alternative names of government grants 


е Subsidies | 
. Subventions | : 
e Premiums 


102: RECOGNITION OF GRANTS RELATED TO INCOME 
_—————-—-—--—--—— —— 
. Grants related to income are of two types: ` 


Ч, Compensation for expenses already incurred ог ав immediate financial support; and 

2, Compensation for future expenses still to be incurred. 

Accounting treatment 

1. Grants related to immediate financial support or reimbursement of expenses already 
incurred are recognized as income in profit or loss account in the period in which it 

| becomes receivable. 

2: 


Grants related to future expenses are recognized as deferred income and transferred to 

profit or loss account as grant income on the same basis as the related expense is incurred 

by the entity. This grant income is presented in profit and loss 
. methods: 


Method 1: Direct income approach 


account under two 


Include the grant incorhe for the period as “other income 
period. 


Example 1 


A company receives a cash grant of Rs. 30,000 on 31.12.2018. The grant is tow 
` training young scientists, and the training program is expected to | 


' for inclusion in profit or loss for the 


ards the cost of 


ast for 18 months from 
1.1.2019; | | 
Actual costs of the training were Rs. 50,000 in 2019 and Rs. 25,000 in 2020 
Required: . . | 
(a) Prepare journal entries related to government grant recognition 


(b) ^ Prepare balance sheet and income statement extracts for 2018, 2019 and 2020 
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СНАРТЕК-3- ` : t : | : 


Solution 01 ` | Dr, 
‘ “30,000 
31.12.18 Валк A/c Бол, E 40.000 
Deferred income A/c 1 50,000 000 
(31.12.19 Training cost A/c : +16 
Bank A/c | 50,000 . 
20,000! 


31.12.19 Deferred income account 
0, Е а 
| Government grant income account (бр х 66. 67%) (30000 х 66.67%) 20,000 
25,000 
31.12.20 Training cost account | 20 
: 1 000 . 
Bank account TOT 
31.12.20 Deferred income account . 1 | 
Government grant income account (250: х 33. 33%) (30000 x 33.33 "n 10,000 
Extract of Iücome Statement à 
3 2020 . 2019 2018 
G.P . T ei ae 
Add other income 10,000 20,000 Ч 
Less operating expenses training cost (25,000) (50,000) 
Extract of Balance Sheet . 
) | 2070 2019 . A 2018 
Non-current liability deferred income E ш 10,000 
Сштепї liability deferred income - 10,000 . 20,000 


Method 2: Indirect income approach. 
Deduct the grant income for the period from the related expense (indirectly recognised as income 
by way of reduced expenditure. 


Example 2 

А company receives a cash grant of Rs. 30,000 on 31.12.18 the grant is towards the cost of 
training young scientists and training program is expected to last for 18 months from 1.1.19. 
Actual cost of the training were Rs. 50,000 in 2019 and Rs. 25 000 i in 2020. 

Required: 


(a) ^ Prepare journal entries related to government grants recognition. 
(b) Prepare Balance Sheet and Income Statement extracts. у 
Solution 2 


Dr. Cr 
` 30,000 


Deferred Income Account uu 30,00 
Bank account : ee (0 
ЭГЕ Беата асот асада —-—————— AN NE 
20,000 


Training cost account e 20 х1 " 
| 00 = 66.67% | A 
31-12-20 Training Cost Account ) шилж = 
Bank Account | vt RAN 
25000 
' 31- 12:20 Deferred Income | 


< 31-12-18 Bank account 


Training Cost Account (30,000 x 33 33%) 10,000 
~ . - 0 ' . 
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: IAS 20 GOVERNMENT GRANTS 
jar TER: л 
ЗОРИУЛ г 
income Statement Extracts : 


2020 2019 2018 . 


G.P XX - ХХ - XX 


Less Operating Expenses 
Training expenses 


(15,000) (30,000) - 
Balance Sheet Extracts | 
| 22420007 2019 2018 
Non-Current Liability i | 52 _ - 
Deferred Income бар E “10,000 
727 Current Liability : 222 à^ x 
Deferred Income Je 10,000 20,000 


103: GRANTS RELATED TO ASSETS 
Grants related to assets could be provided as: 


1.. | A monetary asset (i.e., cash) provided that must be used to acquire a non-monetary asset 
(e.g., land or machinery); or 


the following methods: 
Method 1: Direct income approach 
The grant is credited to a deferre 
income (other income) in profit a 
г Tecognised directly as income оу 

,' Ёхатрез 


A company recéives а gov 


ernment grant of Rs. 400,000 towards t 
Rs. 1,000,000. The ass 


he cost of an asset with a cost of 


et has a useful life of 10 years and no residual value. 
Required: е | 
(a) - Prepare Journal Entries for first 3 years of assets useful life. | | 
(5) Prepare Income statement and balance sheet extracts of first 3 years of assets life. 
Solution 3 | . | 
Year ] ! i Dr. . Cr: 
Bank Account 400,000 


Deferred Income Account | | : 400,000 
| Fixed Assets Account ; | ` 1,000,000 т 
| | | A ‚000,000 
' Bank Account . Ї 
! | 40,000 . 


400,000 0 
' Government Grant Income (22589) 
! | | | 100,000 
ШИН ил. өг 


nene) 


d 100,000 
Accumulated depreciation Account ( T | 
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CHAPTER-3 2 IAS 20 GOVERNMENT GRANTs 
Year 2 
Deferred Income Account mae 
Government Grant Income І | 40,000 
Depreciation Expense Account 1,000,000 
` „Accumulated Depreciation Account 1,000,000 
Year 3 : 3 . , 
Deferred Income Account 40,000 
' Govemment Grant Income : 40,000 
Depreciation Expense Account | 100,000 
Accumulated Depreciation Account 100,000 
‘Income Statement Extract ; | 
e 1 Үеаг3 | Year2 ‘ Year 1 
Gross Profit | 
` Айа Other Income | - 
Govt. Grant 40,000 ‘ 40,000 40,000 
_ Depreciation Expense Я : (100,000) (100,000) (100,000) 
Balance Sheet Extract . 
Assets . Р Үеаг 3 Үеаг2 Үеаг2 
Non-Current Assets А ў 
Fixed assets cost 1,000,000 1,000,000 1,000,000 . 
Less Accumulated depreciation | - (300.000) (200,000). -> (100,000) - 
| 700,000 800,000 - 900,000 
Liabilities: i | 
Non-current liabilities | 
Deferred income | 240,000 280,000 320,000 
Current liabilities ` E 


Deferred income Vo = 40,000 40,000 - :40,000: 


Method 2: Indirect income approach 


` The grant is credited to the asset-account to which the grant relates (i.e., indirectly recognised 48 
income over the period of the grant by way ofa reduced depreciation charge). 


Example 4 Dl 
A company receives a government grant of Rs. 400,000 towards the cost of an asset with a cost o! 


Rs. 1,000,000. The asset has an estimated useful life of 10 years and no residual value. 


Required: | 
(а) Prepare Journal Entries for first 3 years of assets life. 
(b) Prepare Income Statement, and Balance Sheet extracts of first 3 years 


OO OO Oll ` 5 им _ 
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Solution 4 


(a) ‚ i Dr. ocr 
= Fixed Assets Account 1,000,000 1.000,000 | , 
^. Bank Account 2222 | 
` Government Grant Account 400,0 
Government Grant Account 400,000 
* Fixed Assets Account 400,000 
Depreciation Expenses Account “60,000 
Accumulated Depreciation Account ee oe 60,000 


60,000) 


Depreciation Expenses Account 


60,000 


Accumulated Depreciation Account 60,000 
. Depreciation Expenses Account 60,000 
Accumulated Depreciation 60,000 
Income Statement Extract 
Year 3 Year 2 Year 1 
Depreciation Expenses ЭР 60,000 60,000 60.000 
‘Balance Sheet Extract М : 
Fixed assets cost — ^ 600,000 600,000 ` 600,000 
Less Accumulated Depreciation (180,000) (120,000) (60,000) 
WDV ‚ 420,000 480,000 540,000 


Accounting treatment for a cash grant received to acquire a non-depreciable asset 


Ifthe grant relates to the cost of a non-depreciable asset, the grant should be recognized as an ` 
income on a basis that best reflects, the manner in which the conditions are met. 


If the-asset to be acquired is a non-depreciable asset, the grant may require certain obligations to 

be met, in which case the grant would be recognised as the obligations were met. By way of : 
example, a grant could be provided by way of cash to purchase land on condition that a building is 

erected on it. In this case, the grant could be recognisedas income once the building is erected or 

the grant could be recognised as income over the life ofthe building (beinga depreciable asset), 

(For numerical question of this concept refer lecture notes) | | | 

NON-MONETARY GRANT (NON-MONETARY ASSET) RECEIVED 


Where the grant is in cash, the measurement thereof is discussed previously. If, however, the 
company is granted with an asset such as a licence to operate or land ог machinery etc.. the 
company may either. measure the grant at its fair value or at the nominal cost thereof, being the 
actual cash paid for the asset, il any. If nothing is paid then if the asset is not measured at fair 
value the government grant is not measured at all. . 


¢ 


221 — 


29 
~ . 


Scanned with CamScanne 


a 


” CHAPTER-3 | 
i IAS 20 GOVERNMENT GRANT% 


Government | н | i 
granted the entit i inal amount of Rs. 2,000. : 
value of asset is Rs. 50.000. у an asset. We paid a nominal , However fai, 
Required: Pass the Journal entry under both options. 
Solution 5: 


Record at Nominal Amount: 


Record at Fair Value: 


Deferred Income 
Cash 


GRANT RECEIVED AS A PACKAGE 

If the grant is received as a package to which a number of varying sets of conditions are attached; 
it may be appropriate to recognise each part of the grant on a different basis. The first step is to 
identify each part of the package to which there are different conditions affecting when the grant 


. is earned. 
Accounting treatment 
In such cases, the grant packagé may be viewed as multiple parts. The grant relating to: 
the asset should be recognised as income in a way that reflects the pattern of 


1. 
depreciation; 
‚`2. future expenses should be.recognised as income in a way that reflects the pattern of future 
expenses; 
3. past expenses or immediate financial support should be recognised as income in the 


period in which the grant becomes receivable; 
! (For numerical question of this concept refer lecture notes) 


LO 4: REPAYMENT OF GOVT GRANT | 
A government grant might become repayable by the e 


underlying conditions for the grant) 
When a government grant becomes repayable it is treated under 1А8-08 as a change in accounting 


ntity (e.g., when the entity fails to meet the 


estimate (means prospectively) 
| If the original grant related to income (for compensation of expenses) the repayment 


1. 
of grant is debited: 
е first against the balance on the deferred income account, if any; and 
. balance if any to profit ог loss as an expense. 
222 | i 
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Example 6 


| loying an 
| ards the cost of employ 

On 1.1.2018 X limited received a cash grant of Rs. 500,000 СЕА grant is repayable іп full 

environmental impact analyst on a new project for a 5-year 5 project commenced on 1.1.18. 

if the project is not completed, The analyst was employed and the 


in full. 
On 1.1.20 the project was abandoned and the grant became repayable in 
Required: | 


Pass journal entries for Brant and its repayment. 


Solution x се 
' 00 
1118 Bank > 500,00 ой 
Deferred Income 1 
Government Grant Income | 100,000 
Government Grant Income. ; 100,000 
LENS income 100,000 
Profit and Loss Account 200,000 
Bank - 


500,000 


2; If the original grant related to asset and: 


a) 


It was accounted for as a deferred income, 


° the repayment of the grant is debited to the balance on the deferred 
income account, if any; and 


then: 


° then to the profit or loss as an expense. 


b) If it was accounted for as a reduction from the cost of the asset; then. 
° Repayment is debited to the asset account; and 
° Recognize the cumulative additional depreciation that would have been 
recognized to date had the Brant not been received immediately as an 
1 expense. 
Example 7 : 


The Punjab Government 
a plant. The grant was 
unbroken 2 years. The 
depreciated on the strai 


granted the company Rs. 10,000 on 1.1 2018 to assist in the purchase of 

conditional upon the company manufacturing for a period of at-least 

company purchased the plant on 2-1-2018 for Rs. 100,000 the plant is 

ght line basis over its useful life of 4 years to a nil residual value, 

The company ceased manufacturing on 30-9-2019 due to 
the grant required that the grant be repaid, immediately 
to be impaired and the company intended to resum 


unforeseen circumst 


ances. The terms of 
and in full. The 


asset was not Considered 


e manufacturing in the next year, 
Required: | | 
Show the journal entries assuming that the company, 
(a) Recognize grant as grant income. 
(b) 


3 ы anal g Ч 
Recognize grant as reduction of asset’s cost. 
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Solution яг 

(a) | | | Ни Cr 
EP er | | 10,000 

1-1-18 Bank "d 10,000 


Deferred Grant Income . | 100,000 - 


2-1-18 Plant . | | | 100,000 
Batik 25,000 
31-12-18 | Depreciation M MON, © 25,000 
: Accumulated Depreciation C. ) 


ferred Grant I 299 { 
-12- р t Income 
31-12-18 eferred Gran aa 9504 
Government Grant Income (P/L) (2225) ; 
т : 18,750 
31-9-19 Depreciation 
T 100,000-0 ,, 9 ; 1 18,750 
Accumulated depreciation (2 х 2) 
30-9-19 Deferred Grant Income ; 1,875 
| : ,000 9 1,87 
Government Grant Income (= ^ xz) Л 5 
30-9-19 Deferred Grant Income (10,000 — 2,500 — 1,875) 7 5,625 
Grant forfeited expenses (Ва!.) | { | 4,375 
ВапК 10,000 
31-12-19 - ын 100,000-0 | 3 6,250 
` Depreciation ( P x =) | 
Accumulated depreciation | | 6,250 


In case 2 repayment, is recognized by reducing the deferred income balance by the amount 
payable and cumulative additional depreciation that would have been recognized in profit or loss 
to date in the absence of the grant must be recognized immediately in profit or 1055 - 


Note: The circumstances giving rise to-repayment of the grant might indicate the possible: 


impairment of the new carrying amount of the asset. 


(b) 


1-1-18 Bank : Р 
Deferred Grant Income 


Dr. Cr 


10,000 


2-1-18 Р| om 
= у, t . А 
Ер 100,000 
ВапК _ " OV 
100,000 
2-1-18 Deferred Grant Income 
ui 10,000 
Plant 5 000 
31-1-18 Depreciation 10, И 
22,500 


‘Accumulated, Depreciation йыгы) І 
à Tu MÀ ES 


22,500 


30-9-19 Depreciation 5-- 


Accumulated Оергесїайол(299900:10,000-0 9 
| cu m) 2 
- 4 12 
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00 
30-9-19 Plant А 1 0.000 
Вапк 


20-0-19 Depreciation | 4a 


ee 


Accumulated Depreciation А x 1.75 years) 


5. pISCLOSURE RELATED TO GOVERNMENT GRANTS | 
ыг IAS 20 requires the following disclosures in the notes to the financial statements: 


: : i. atoa ent 
The accounting policy for both recognition and method: of presentation of governm 
grant in the financial statements; . 


4 The nature and extent of government grants recognized in the financial statements, 


Р An indication of other forms of government assistance not recognised as government 
grants but from which theentity has benefited directly (c.g. provision of guarntee and free 
marketing and technical advice); 


A Unfulfilled conditions and other contingencies attached to recognised government grants. 


b. 


Government 


‘Government’ means Government, government agencies and similar bodies (Whether Local, 
National or International) 


Government assistance 


Government assistance is action by government designed to provide an economic benefit specific 
to an entity or range of entities qualifying under certain criteria, government assistance does not 
include benefits provided only indirectly through action affecting general trading conditions such 
as the provision of infrastructure in development areas or the imposition of trading constraints on 
competitors. 


Government grants 
, Government grants are assistance by government in the form of transfers of resources 

to an entity in return forpast or future compliance with certain conditions relating to the 

operating activities of the entity. They exclude: 

l. . Those forms of government assistances which cannot reasonably have a value placed 
upon them (free adviceand provision of guarantees) and 

2. Transactions with government which can pot be distinguished from normal trading 
transactions of the entity (e.g. a government procurement policy that is responsible for a 
portion of the entity's sales). | 


If these types of assistances are material, then they should be disclosed in notes to the financi 
Statements , 


Forgivable Loans | 

A forgivable loan is a loan that the lender has undertaken to waive repayment of under certain 
PAP z . М € 

conditions, It is treated as a government grant when there is reasonable assurance that the entity 

will meet the terms for forgiveness of the loan. Until then, such a loan is treated as a liability and 

recognised at fair value under IFRS 9 (Financial Instruments). ы 

Example 8 


A company receives a cash loan from government amounting to Rs. 100,000 on 1. January.X1 
following conditions: цана 


а! 
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IAS 20 GOVERNMENT GRANTS 
, 40% of the grant is forgivable from the date on which certain conditions are met; 
°, Interest is charged at the market rate of 10% payable annually. 
Required | 
- (A) Pass journal entries for the year ended 31.12.X1 assuming that all conditions are met by 
1.1.Х1, | 
(В) Pass journal entries for the year ended 31:12.X1 assuming that all conditions are met by 
30.09.X1. | 
Loans with Below-Market Rate of Interest 
° The benefit of a government loan at a below market rate of interest is treated as a 
government grant. The loan shall be recognized and measured as per IFRS 9. 
2 The benefit of below market rate of interest shall be measured as the difference between 


the cash receipt under a government loan and the fair value of the liability the benefit will 


be accounted for IAS 20. 
e The entity shall consider the conditions and obligations to be met when identifying the 


costs which the benefit of the.loan is intended to compensate. 


When Government Grants should be recognized 
sonable assurance that: 


Government grants should be recognized when there is a rea 


e The entity will comply with any conditions attaching to the grant and · 


° The grant will be received - 
Basic principle | 
Government grants are recognized as: 


e Income over the relevant periods on a rational basis . 


e — That matches the grant income with the costs that they were intended to compensate. 


” 
LO 7: DISCLOSURE OF GOVT ASSISTANCE 
Govt. assistants may be significant so that disclosure of the following are required in order to 


prevent the financial statements being misleading 


Nature of the assistance. 


(1 
e Extent of the assistance. 
e Duration of the assistance. 1 


"i 
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ERE — B AS GOVERNMENT GRAT 


руу chart to be inserted from аре] P 
Flos р 


Government 
Grant [IAS-20) 


Grant 


| Grant related to i 
related to К = i 
Income as : 2 


. Monetary Asset (cash) 
15 received to acquire 
asset 


Non-monetary 
asset (I.e., Actual 
asset e.g., land or 
machinery) Is 

received 


Grant for past 
expenses or for 
Immediate financlal 
support (unrelated 
to future costs) 


Grant for future 
Expenses 


Cash for 

depreciable Asset 

15 received (e.g., 
machinary) 


Recognize in profit or loss 
over the period the 
expenditure Is recognized 


Cash for non- 
‘depreciable 
asset 15 
recelved (e.g., 


Recognize , 
as Income 


Land) 
Inthe 
.| репо Grant Income Grant is Grant 15 credited Grant Is credited 
which grant | credited credited to to deferred grant to asset account 
becomes Separately as related income account to which the grant Grant should be’ 
recelvable other Income expenses and is recognized relates [l.e. recognized as an 
(Direct (indirect as grant income Indirectly Income on the 
approach) Approach Over the useful recognized as 
(Example-2) 


Example-3) 


basis that best 
reflects the manner 
in which the 
conditions are met 
(Example-6) 


' life of the asset 


income over the 
period of grant by 
way of reduced 
depreciation] 


(direct approach) 


Fair value 
(Example-7A) 


Repayment of Government 
Grants 


Nominal amount of cash 
paid (if any) (Example-7B) 


Grant received as a package 
(means a combination of) 


Grant for 
Expenses Debited 
first against the 
balance on the 


Treated as a 


Treated as 
deferred income 
f deferred reduction 
Account (if any) income i яр 
: ' from cos 
Grants tor and balance (if Е 
immediate financial 


any) to profit or 
loss (Example-9) 


Assets 


Debited to asset 
A/C & recognize 
cumulative 
additional 
depreciation 
immediately in 
profit or loss 
(Example-10B) 


Debited first against 
the balance on the 
deferred income 
account (if any) and : 
balance (if any) to 
profit or loss 
(Example-10A) 


All - these 
amounts will be 
separately 

recognized. as 


an imcome as 
discussed 


Scanned with CamScanne 


Pa, ! 


CHAPTER- Ё | 
R-3 | А IAS 20 GOVERNMENT GR4 
| NTs 


PRACTICE QUESTIONS 


Question-1 
FCC Limi i imi 
Limited is a company that manufactures UPS. FCC Limited o 
ufacture the UPS. j "M 
had on an otherwise impoverished area, ; 
, It Was 


ев the local population to man 

: E e of the positive effect that FCC Limited has À | 

ууагс ed a government grant of Rs. 150,000 on 1 January 20X6. This grant was given to FCC Lim; 

sub sidise 20% of future wages. А Ited to 

FCC Limited had complied with all the conditions laid out t 

financial year (20X5). The only condition that remained on | Janu 
| Rs. 


perates in the Natal Midlands 
: and 


о obtain the grant during the prey; 
ary 20X6 is to incur future wages Vious 


Wages incurred and paid: 
31 December 20X6 200,000 
250,000 
400,000 


31 December 20X7 


31 December 20X8 
rnal, for the years-ended 31 December 20Х6 


nt such a grant as grant income, 
1, for the years ended 31 December 20Х6 


es in the company's general jou 
rnment grants as an adjustment to 


olicy is to prese 
ral journa 
nise gove 


Required: 
(a) Show the journal entri 

to 20X8, assuming that the company P 
(b) Show the journal entries in the company's gene 
to 20X8, assuming that the company policy is to recog 


expenses. 
Question-2 te ` 
anufactures and sells toys for babies. They have been operating a profitable business 
to purchase new equipment. At the 


Daffodill Limited m 
for many years in the 
Due to a recent baby 
time, the directors discovered tl 


Amakanda area. 

toy boom, Daffodill Limited found it needed 

ла! the government was allocating grants to manufacturing companies 

operating in the Amakanda area. Daffodill Limited's directors applied for a grant. 

On 1 January 20X5 Daffodill Limited was awarded a grant of Rs. 400,000 to purchase the much needed 

equipment. Daffodill Limited had met all the conditions of the grant by 31 December 20X4, apart from 

the actual acquisition of the equipment. Daffodill Limited purchased the equipment immediately on 
years. Daffodil 


receipt of the grant (1 January 20X5). , 
The cost of acquiring the equipment was Rs.1,500,000. The useful life is 
Limited does not expect to receive any amount for the equipment at the en 


expected to be 4 
d of its useful life. ` 
d 20X8. 


ded 31 December 20X5; 20X6, 20X7 an 


Required: 
(a) Show the general journal entries in the years en 
The company has the policy of recognising government grants directly in income. ‚ 
journal entries in the years ended 31 December 20X5, 20X6, 20Х1 and 20X8 
nt grants indirectly in income. 


Show the general 


(b) 
The company has the policy of recognising governme 


any in the coni 


/ 


elatively new comp 
which 


Question-3 | 

-Potato Limited is a company. that farms corn. Potato Limited is a r 

industry, having previously been in the gun manufacturing industry. 

Potato Limited was awarded a government grant of Rs. 500,000 on | January 20Х5, the details of 

arc as follows: 0 1 | | | 
Rs. 300,000 is to assist with the purchase of a new harvester: 

mediate financial support and is not associated with an 


ө 
° Rs. 200,000 is for im 
All conditions attaching to the grant have been met. 


y future costs; 


БЭ” 
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TER-3 
years and. 


hat бау, the harvester was acquired for Rs. 900,000. Тһе harvester has a useful life of 5 
сч oad of its useful life, Potato Limited expects to sell it for Rs. 50,000 as scrap metal. 
t ле i 


: ^ * ' 
| E j ын i irect 
Цаг the general journal entries for the years ended 31 December 20X5 to 20X9 using the dire 
(a d (recognised as grant income). T «S 

metho g | | | 

Show the general journal entries for the years ended 31 December 20X5 to 20X9 using the 


i indirect method (recognised as a reduction of the related costs). 


tion-d — . ; A 
Эс Limited is a newly formed company that is considering entering the ink business. Basit plans to 
manufacture ink and sell it to printers. ; 
-Due to the scarcity of businesses in the sector, Basit Limited was awarded a government grant to purchase 
the machinery it needed to start operations. | 7 
The grant was awarded Basit Limited on 1 January 20X6 for an amount of Rs. 250,000 and is conditional 
upon Basit manufacturing ink for an unbroken period of 3 years. Should Basit stop manufacturing before 
the end of the 3 year period, the grant will have to be repaid in full P 
Вай Limited purchased the requisite machinery on | January 20X6 for Rs. 500,000. The machinery is 
expected to have a useful life of 4 years and a nil residual value. 
Due to unforeseen circumstances, Basit Limiated had to stop manufacturing ink on 1 January 20X8, but 
intends to continue on 1 January 20Х9. E.g 
Required | 
(a) Show the general journal entries for the years ended 31 December 20X6 to 20X9 using the direct 
method (recognised as grant income). | 
(b) ^ Show the general journal entries for the years ended 31 December 20X6 to 20X9 using the 

indirect method (recognised as a reduction. of the related costs). | | 
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{ 
` PRACTICE SOLUTION 
Solution-1 
(C | 
1 January 20Х6 | Dr. С 
Bank 150000 — ^ 
150,000 


| Deferred grant income 
Recognition of government grant 


31 December 20X6 j 
Staff costs 7 | 200,000 
200,000 


| ВапК 
| Wages paid during the year 


31 December 20X6 
Deferred grant income 200,000 x 20% 40,000 
40,000 


| Grant income 
Recognising grant income to the extent payments made ` 


31 December 20X7 | 
| Staff costs | 250,000 
B Bank 250,000 
Wages paid during the year . 
31 December 20Х7 208 
Deferred grant income 250,000 x 20% 50,000 
50,000 


Grant income 
8 Recognising grant income to the extent payments made 
à 400,000 


31 December 20X8 


Staff costs | 
1 ВапК 400,000 
Wages paid during the year | 
31 December 20Х8 
Deferred grant income (400,000 x 20%) but limited to the balance in the 60,000 " 
60,0 


Grant income deferred income account: 150,000 — 40,000 — 50,000 


Recognising grant income to the extent payments made 
led employee benefit 


P.S. Staff costs are an employee benefit. The account could therefore also be cal 


expense: wages, if preferred. 


(b) | 
! Debit Credit 
1 January 20X6 
Bank 150,000 - 
| 150,000 


Deferred grant income 
Recognition of government grant 


31 December 20X6  . 
Staff costs © ‚ 200,000 
Bank 200,000 . 
Wages paid during the year Е nee 
31 December 20X6 | E 
Deferred grant income 200,000 х 20% | | 40,000 | 
' , 40,000 


Staff costs 
Recognising grant income to the extent payments тај 
230 | | 
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ember 20 

T uad Given 250,000 

же nk 250,000 
знайш у _ _ _  _  ____ 
\ December 20X7 

j тей grant income 250,000 x 2094 50,000 й | 
pefe Staff costs 50,000 
P ecember 20X8 

| ff costs Given 400000 

шиг 400,000 
wages paid during the year 

31 December 20X8 

peferred grant income (400,000 x 20%) but limited to the balance in the 60,000 


Staff costs deferred income account: 150,000 — 40,000 — 50,000 
recognising grant income to the extent payments made 


PS. Staf cost? are an employee benefit. The account could the 
expense: wages, if preferred. 


60,000 


refore also be called employee benefit 


Solution-2 
(8) 
Debit Credit 
1 January 20X5 
Bank 400,000 


Deferred grant income 400,000 


Recognition of government grant 


Equipment: cost 1,500,000 

Bank 1,590,000 | 
Purchase of equipment 
31 December 20Х5 


Depreciation (1,500,000 — 0) / 4 


375,000 
^ Equipment: accumulated depreciation 375,000 
Depreciation charge for the ear 
Deferred grant income. (400,000 / 4) 100,000 
Grant income 100,000 
Grant income recognised on the same basis as depreciation on the equipment 
3l December 20X6 
Depreciation (1,500,000 — 0)/4 375,000 
De Equipment: accumulated depreciation 375,000 
Def ation charge for the year 
“erred grant income (400,000/4) 100,000 
бы Grant income | | 100,000 
Mega Ше ecognised on the same basis ав depreciation on the equipment. ол 
112277 
Metlation (1,500,000 — 0) 375,000 
ОЛ charge for the year ——— 
23] 
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Deferred grant income (400,000/4) 100,000 100,000 
Grant income : t | 

Grant income recognised on the same basis as depreciation on the сашрта — — — —— — 

31 December 20X8 375,000 

Depreciation (1,500,000 — 0y/4 i 375,000 
Equipment: accumulated depreciation 

Depreciation charge for the year________———7pong =  — 

Deferred grant income (400,000/4) 100,000 
Grant income 


: | ‚ гай uipment 
Grant income recognised on the same basis as depreciation on the e 


ч) Debit Credit 
a ин 400,000 

Deferred grant income 400,000 
Recognition of government grant — —— Žž ž  ———— — ————— — —. 


Equipment: cost 1,500,000 
Bank 1,500,000 


Purchase of equipment _—_—_ 


== ые АЗЫ. 
Deferred grant income 400,000 
Equipment: cost 400,000 


Recognizing grant as reduction of equipments cost 
31 December 20X5 


Depreciation (1,500,000 — 400,000 — 0 )/4 275,000 
Equipment: accumulated depreciation 
Depreciation ón equipment 
31 December 20X6 
Depreciation (1,500,000 — 400,000 — 0 )/4 275,000 
| Equipment: accumulated depreciation 275,000 
Depreciation on equipment 


31 December 20X7 
Depreciation (1,500,000 — 400,000 — 0 )/4 
Equipment: accumulated depreciation 


275,000 


275,000 
275,000 


Depreciation:on equipment 


31 December 20X8 
Пергесїайар(1,500,000 — 400,000 – 0 )/4 275.000 
Equipment: accumulated depreciation 


NÉ : 275,000 
Depreciation on equipment 
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Solution-3 
(a) 9 
Debit Credit 
1 January 20X5 
Bank 500,000 
Deferred grant income 500,000 
Recognition of 9Vernment grant 
Deferred grant income Given 200,000 
Grant income 200,000 
Portion of the grant received for immediate financial su ort is recognised as income immediatel 
Bank 


900,000 
900,000 
Purchase of harvester 
ише ORS, pM нд i iP n 
Depreciation (900,000 — 50,000) /5 


Harvester: accumu] 


170,000 
ated depreciation 170,000 
Depreciation for the ear 
Grant income 60,000 
income recognised on the same basis 88 depreciation 
31 December 20Х6 
Depreciation (900,000 ~ 50,000) /5 170,000 
Harvester: accumulated depreciation 170,000 
Depreciation for the year 
Deferred grant income (500,000 — 200,000) /5 60,000 
Grant income 


60,000 
Grant income recognised on the Same basis as depreciation 
31 December 20X7 


Depreciation (900,000 — 50,000) /5 170,000 

Harvester: accumulated depreciation 170,000 
Depreciation for the year 

Grant income 


60,000 
Grant income recognised on the same basis as depreciation 
31 December 20X8 


Depreciation (800,000 — 50,000) /5 u 170,000 
Harvester: accumulated depreciation 


170,000 
Depreciation for the year 60.000 
Deferred grant income (500,000 – 200,000) /5 


60,000 
Grant income 
G 


rant income recognised on the same basis as depreciation 
3l December 20X9 170,000 
Depreciation (900,000 — 50,000) /5 нэ 170,000 
Harvester; accumulated depreciation 


Depreciation for the year 
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‚ 00 
Deferred grant income (500,000 — 200,000) /5 ы 
Grant income 

Grant income recognised on the same basis аз de reciation 

b 
(b) Debit 
1 January 20X5 
Bank 500, 


Deferred grant income 
Recognition of government grant 
Deferred grant income | 

Grant i | i 

| псоте | | { diatel 
Portion of grant for immediate financial suppo 


Harvester: cost (asset) 


rt is rec 


60,000 


Credit 


500,000 


200,000 


900,000 


Bank RES 
on 300,000 


Purchase of harvester 


Deferred grant income (500,000 — 200,000) | 


300,000 


Grant set off against cost of harvester 
110,000 


31,December 20X5 


Depreciation (900,000 — 300,000 — 50,000) /5 


110,000 


Harvester: accumulated depreciation 
Depreciation for the year 
110,000 


31 December 20X6 
Depreciation (900,000 — 3 
Harvester: accumu 
Depreciation for the year 
31 December 20X7 
Depreciation (900,000 — 300,000 — 50,000) /5 
Harvester: accumulated depreciation 
Depreciation for the year 
31 December 20X8 
Depreciation (900,000 — 300,000 — 50,000) /5 110,000 
Harvester: accumulated depreciation 
Depreciation for the year | 


31 December 20Х9 
Depreciation (900,000 — 300,000 — 50,000) /5 
Harvester: accumulated depreciation 


Depreciation for the year 


00,000 — 50,000) /5 
lated depreciation 


110,000 
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110,000 


110,000 


110,000 
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colution-d 

(a) Debit Credit 

' 20X6 
| January 
ank 250,000 T 

Deferred grant income 250, 

Recognition of government prant | 
Bank | 

Purchase of machinery 

31 December 20X6 


Depreciation (500,000 — 0) /4 125,000 
Machinery: accumulated depreciation 


125,000 
Depreciation for the year 
Deferred grant income (250,000 /4) 


62,500 
Grant income 


62,500 
Recognised on same basis as de reciation 
31 December 20X7 


Depreciation (500,000 — 0) /4 125,000 
Machinery: accumulated depreciation 


: 125,000 
Depreciation for the year 
Grant income : 62,500 
Recognised on same basis as depreciation 


1 December 20X8 


Deferred grant income (250,000 — 62,500 — 62,500) 125,000 
Grant forfeited expense Balancing 125,000 
Bank Given 
t forfeited, first red 
31 December 20X8 


Depreciation (500,000 — 0) /4 125,000 


Machinery: accumulated depreciation 125,000 
Depreciation for the year M MI MN ` 
31 December 20X9 
Depreciation (500,000 — 0) /4 125,000 

Machinery: accumulated depreciátion 125,000 
Depreciation for the year | ! 


(b) 
l January 20x. 
Benk 


250,000 
uce deferred prant income then ex ense rest 


250,000 


Deferred grant income 250,000 
) ——— 
Machinery; cost | 300,000 m 
Bank 00,000 
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Deferred grant income 250,000 

250,000 


Machinery: cost (asset) 


In га 1 


31 December 20Х6 
Depreciation (500,000-250,000-0) /4 02,207 
Depreciation for the year : - 


31 December 20X7 
Depreciation (500,000 — 250,000 — 0) /4 62,500 
62,500 


Depreciation for the year 
1 December 20X8 
Machinery: cost 250004 
СИ 250,000 
125,000 


Пергесїайоп 
ated depreciation W1: (250,000 — 125,000) 


Repavment of government ant and change in estimated de reciation 
31 December 20X8 
Depreciation (500,000 — 0) /4 125,000 
125,000 


Machinery: accumulated depreciation . 
Depreciation for the year NE = цаг 
31 December 20X9 

125,000 


Depreciation (500,000 — 0) /4 
d depreciation А 125,000 


Machinery: accumulate 
Depreciation for the year 
x ~ 


125,000 


MIN Ses. 
WORKING 1:. . | 
Change in Estimate 
Date Calculations Was Is Difference 
Cost . 1/1/20X6 500,000 — 250,000 250,000 500,000 250,000 
Depreciation 20X6 & 20X7 (250,000 - 0)/4x2 (125,000) (250,000) (125,000) 
(500,000 — 0) /4 x 2 
Carrying amount 31/ 12/20X7 | 125,000 250,000 125,000 
Depreciation 20X8 (250,000 — 0) /4 x 1 (62,500) (125,000) (62,500) 
(500,000 — 0) /4 x 1 
Depreciation Future (250,000 — 0) /4 x 1 (62,500) (125,000) (62,500) 
(500,000 — 0) /4 х 1 PESE 
31/12/20X9 Given . 0 0 0 


Residual value 
ather than 


It is interesting to note that the change in estimate is calculated on a cumulative catch-up basis, Г 
a reallocation basis suggested by IAS 8. This cumulative approach is required in IAS 20.32. 
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ICAP PAST PAPER QUESTIONS 


uo 


s; how the following should be dealt with in the financial statements of relevant entities according 
we 20 Accounting for Government Grants and Disclosure of Government Assistance: 
ol 


The government makes a grant to an entity which is planning to develop teaching software for 


@ children with learning difficulties, The purpose of the grant is to help the entity to meet its general 
financing requirement in the initial phase, There are no further conditions attached to the grant.(01) 
A manufacturing entity sets up a plant in an area of high unemployment. A government grant of 

() Rs.4 million is received with a condition that the grant is repayable in full if the number of its 


employees fell below 100 at any time during the next four years. It is highly probable that the 
entity will comply with the condition attached to the grant. (03) 


Free technical advice has been provided by the government’s export promotion department to 
help an exporter to market his new technology in North America. (01) 


(Autumn 2019, О #2} 


© 


UESTION-2 


On 1 July 2014, Indus Pharma Limited (IPL) received a government grant of Rs.280 million to setup a 
plant in an under-developed rural area. The grant is repayable in full if the conditions attached to the grant 
are not met for a period of five years from the date of commencement of the production. At the inception, 
itwas highly probable that IPL would comply with the conditions for the required period. 


PL incurred total cost of Rs.630 million on plant and it started production on 1 January 2015. Useful life 
ofthe plant was estimated at 7 years. IPL deducted government grant in arriving at the carrying amount of 
the asset. 


In January 2019, IPL showed its inability to comply with the conditions attached to the grant and 
regulatory authority issued a notice to IPL for repayment of the grant in full. Accordingly, the grant was 
repaid by IPL. 

In view of repayment of the grant, IPL carried out an impairment review of the plant on 31 December 
2119, Net annual cash inflows for the remaining life of the plant have been estimated at Rs.90 million and 
1530 million for 2020 and 12021 respectively. These cash inflows are net of annual interest and 
maintenance cost of Rs.10 million and Rs.6 million respectively for both years. Applicable discount rate 
is 12%, 

On the date of impairment review, the existing plant can be sold in the local market for Rs.160 million. 
Estimated cost of disposal would be Rs.5 million. 


Required: 
Prepare journal entries for the year ended 31 December 2019 in respect of the above information. (Show 
“necessary workings, Narrations are not required) (08) 
(Autumn 2020 Q 3) 
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er al) 
UESTION.3 "e 
You have recently joined as the finance manager of Corv Limited (CL). While reviewing the dra 


financial statements for the year ended 31 December 2020 prepared by the junior accountant, you have 
noted the following: 


(i) In January 2020, Government allotted an industrial plot to CL ata prime vm subject to the 
condition that CL will establish a factory. CL constructed the factory building which Was 
available for use on 1 October 2020. Due to delay in recruitment of key factory employees, the 
production activities will commence on 15 March 2021. | 
The accountant has not recorded {һе land as it was given free of cost. While the factory buildin 
is still appearing in capital work in progress as production activities will commence on 15 March 
2021. (06) 

(Spring 2021 0 7 (jj 

QUESTION-4 


Following information pertains to non-current assets of Bunny Ear Limited (BEL): 
Land: 


In January 2019. the government allotted a piece of land to BEL subject to the condition that 


BEL will establish a factory building on it. The land was recorded at its fair value of 
Rs. 100 million. 


Factory building: 


Ма хэ X 


“эт 


On 1 March 2019, BEL started construction of the factory building. The construction work was 
completed on 30 June 2020. Payments related to the construction of the factory were as follows: 


Description Date of payment |  Rs.inmillion | 
1: bill of contractor ~” 1-Mar-2019 
274 bill of contractor 1-Aug-2019 


ЗО bill of contractor 1-Jan-2020 | 1180 | 
Last bill of contractor l-Jul-2020 


The project was financed through: 
(i) 


i) 


government grant of Rs. 200 million received on 1 February 2019. Unused funds from 
government grant were invested in a saving account @ 8% per annum. 


withdrawals from the following running finance facilities obtained from Bank A and 
Bank B. The relevant details are: 


ak ту Би аа 
Ч Obtained on ^ ^ | '1January 2019 1 January 2020 
DMadupste — — — ggg ar 20 
ae гание итү 
Balance on 31 December 2019 ж] 


Markup for 2019 


Balance on 31 December 2020 з 389 —| 


Average balance during 2020 


Markup for 2020 
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Manufacturing plant: 
The manufacturing plan 
Rs. 240 million was fin 
will be forgiven if the 
there is a reasonable авс 


tw | 
мин жаы, on 1 August 2020 at cost of Rs. 420 million. 
Plant is о ап interest free loan from government. The loan 

Perated for atleast 4 years by BEL. Upon acquisition, 


uran $ 
Other information: ce that BEL will comply with this condition. 
e BEL uses cost 
: mod 
equipment, el for Subsequent measurement of property, plant and 


e All governme 
nt grants are 
transferred to income each Mp ds as deferred income and a part of it is 


° Useful life of the f 
actory buildi 
25 years and 10 5 ТУ building and manufacturing pla i 
: nt h 

-— Years respectively, gp as been estimated at 
Prepare relevant extracts (includi 

loss for the year ended 31 есап. Жор figures 
(Notes: to the financial Statements are iroa 


; requ : 
basis of number of mon ths) quired. Borrowing costs are to be calculated on the 
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ICAP PAST PAPER SOLUTIONS 


Answer-1 


4 Th " f giving immediate financial support to the entity 
(a) e grant has been provided for the purpose ог үө tely recognise d in profit or loss in fui 


with no further conditions, so this grant should be immedia nee ‘vable) with discl 
in the period in which the entity qualifies to receive it (when it is receiva e) with disclosure to 


‚ ensure that its effect is clearly understood. 


(b) Since there is reasonable assurance that conditions attaching to the pu 2. the grant is 
recognised in statement of profit or loss over the four year period in which the en ity incurs the 
costs of employing 100 people. Amount taken to statement of profit or loss may be either be 
presented as other income or shown as deduction from the related expense. The remaining amount 
of grant will be presented as deferred income under liabilities in the balance sheet. 

(c) Free technical advice is government assistance that cannot reasonably have a value placed upon it 
and therefore should not be recognised. However, an indication of such assistance should be 
disclosed in financial statements. 


Answer-2 


Indus Pharma Limited 
General Journal 


e ЖИ Л, — 


280 
Jan. 20197 | Depreciation expense/Profit or loss 280+7х4 
90 


ЖИ ee 


1-12-2019 Accumulated depreciation — Plant 
31-12-2019 | Depreciation expense 630—7 
Accumulated depreciation — Plant 


31-12-2019 | Impairment loss (W-1) Ї 
Accumulated impairment — Plant 
W-1: Impairment review as on 31 December 2019 Rs. in million 
Net inflows | Discounting at | Present 
12% 
2020 (80-10) юй sa Г} 
(80970) 50 (mem | 7 
| 


` 


Value in use 


161 
Fair value less cost to sell 160-5 | - 
: | 
Recoverable amount (Higher of both) | | ТЕП 
| 
WDV of the plant ав on 31 December 2019 630-7х2 | 
Impairment loss 180-161 | 180 
| 19 
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cH 


m ounting treatment adopted by accountant for not recording land is incorrect. Allotment of 
m Government is a transfer of a non-monetary asset and should be considered as a 
ent grant. Such non-monetary grant may be recorded at fair value or at a nominal value, 
gore CL's policy fair value of the land should be assessed and reported in the financial 
As pe se head property, plant and equipment (PPE). The grant was made subject to 
n of factory so the resulting deferred income should be recognized in income on a 
systematic basis over the useful life of the factory building. | 
The factory building should also be transferred from capital work in pro 
the building is available for use on 1 October 2020. Further depreciation s 


from same date i.e. 1 October 2020. 


0 jand by 


gress to PPE account as 
hould also be charged 


jnswer-d 


Bunn Ear Li 
Extracts from 5 


mited (IAS-20 


tatement of profit or los mber 2020 


s for the year ended 31 Dece 


Rs. in million 


= 
© 


Manufacturing plant 
36 + 21 – 19); (22-6 38.0 


Interest expense 
Extracts from statement of financial position as on 31 December 2020 
p l 2019 


Rs. in million 
ig E T 
C Factory building ^ 625(W-)-125 | 612.5 | 
Manufacturing ра 420-17.5 | (4025 

: w-D| - 


т Capital work-in-process 
бес ште liabilities: 
ferred government grant 1 
100 . 


z 
eow 2000-0104 building 200 —4 196.0 200.0 
anufacturing plant (forgivable loan 240-10 


Current . - - 

liabilities: 

ны ed Iles мин 
Running finance S350 200 | 


6.0 


25 
iS) 


оо 


250.0 


“ыт —— 
b. 
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S 
WORKINGS 
W-1: Cost of factory building Rs. in mili 
Payments in 2019 (130 + 190) 320 pa 
Borrowing cost capitalized in 2019 (W-2) 6.0 
Balance as at 31 December 2019 3260 — 
Payments in 2020 (180 + 100) 280.0 
Borrowing cost capitalized in 2020 (W=2) —9.0 0) 
625.0 
SS 7 


W-2: Utilisation of fund 


Description | Amount Balance . 
months 
-m шш | a 


[I-Feb-9 | | аш | 

СЕАТ 37:77-75 ГУА a ШЫ `` TN PEPA 
Г1-Ана-19 | 2nd payment | 100 — | 
1-Јап-20 | 3rd payment | 80. | 


W-3: Capitalization rate 


36 +21 , 100 = 12.67% 
300 + 150 
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ICAP UESTION BANK UESTION 


А r ended 30 : А 
puring the yea June Year 2, Katie received three grants, the details of which are set out below. 


On Ї September a grant of R 4 fro 1 lo [ espect of 
| : , S. 0,000 1 ver "hi a Уу Ї 
( ) | init 70, hi | ; h I = : cal government. his gre nt as In r 5р 


Question-l 


Q) je аг а о for 5,350,000. A grant of Rs.100,000 was received 
: : espect of this purchase. The machin ‘eh has a teu 
Rs.50,000, is depreciated on a Straight-line basis over its useful lite M P ien лла 
0) | М кы ык E ош grant was in respect of relocation 
: à А usiness from outside the local : 
ei Е aA es Katie recruits ten employees locally by the end of Year оо endl о 
i cruit as the local skill base does not match the needs of this part fth b ea 
Required part of the business, 
Show how the above transactions should be reflected in the financial statements of Katie for the у 
саг 


ended 30 June Year 2. Where any accounti А 
B M nting standards allow a choice you should show all possible 


(ICAP Example 2) 
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CHAPTER- ON 
CHAPTERS — — O O O o lA$20 GOVERNMENT GRANT 
1 TS 


ICAP QUESTION BANK ANSWER 


Answer-1 


Opti -N 
E 1- Net grants off related expenditure 
ment of financial position as at 30 June Year 2 (extracts) 


Non-current assets 2 
Property, plant and equipment 223,33 
333 


Current liabilities 

Other current liabilities 10 
Notes to the financial statements for the year ended 30 June Year 2 (extracts) "00 
Property, plant and equipment 

Cost (350.000 — 100.000) 

Accumulated depreciation (250.000 — 50,000) + 5 x 8/12) (26,667) 


Carrying amount 22335 
Included in statement of profit or loss for the year ended 30 June Year 2 TIMEAS 
Depreciation charge 26 - 
Training costs (70,000 — 40,000) 30,000 
Option 2 - Show grants separately from related expenditure 
Statement of financial position as at 30 June Year 2 (extracts) 
Rs 
Non-current assets . 
Property, plant and equipment 310,000 
Current liabilities 
Other current liabilities 186,667 
Notes to the financial statements for the year ended 30 June Year 2 (extracts) 
: Rs. 
Property, plant and equipment 
Cost 350,000 
Accumulated depreciation ((350,000 — 50,000) + 5 x 8/12) (40,000) 
Carrying amount 31000 
Other current liabilities _ 
Deferred income relating to government grants (100,000 — (100,000 + 5 x 8/12)) 86,66" 
Government grant repayable 100,008 
' 186,667 
Included in statement of profit or loss for the year ended 30 June Year 2 В 
№ 
Depreciation charge eit 
Training costs " 
:ved (40 
Government grant receive (3 33) 


Release of deferred government grant 


Tutorial note 
The Rs.100,000 grant in (3) has conditions attached to it. In such a situation, IAS 2 
should not be recognised until there is reasonable assurance that the entity will comply АЁ 
conditions attaching to the grant. Since Katie is struggling to recruit, and there is only one m "m 
t these conditions, then it does not seem that there is ‘reasonable assuranc? а P". 
" 


recruitment to тее ; 
grant should not be recognised as such, but should be held in current liabilities, pending "Р" 
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СВАРТЕВ-3 IAS 20 GOVERNMENT GRANTS 


ICAP MULTIPLE CHOICE QUESTIONS (MCQs) 


On 1 January 2021 Aim Limited (AL) received Rs. 1,000,000 from the local government on the 
condition that they employ at least 150 persons each year for the next 4 years. 

Due to an economic downturn and reduced consumer demand on 1 January 2022, AL no longer 
needed to employ any more staff and the conditions of the grant required full repayment. 

What should be recorded in the financial statements on 1 January 2022? 

(a) Reduce deferred income balance by Rs.750,000 

(b) Reduce deferred income by Rs.750,000 and recognise a loss of Rs.250,000 

(c) Reduce deferred income by Rs. 1,000,000 

(d) Reduce deferred income by Rs. 1,000,000 and recognise a gain of Rs.250,000 


04 


02 Which of the following are acceptable methods of accounting for a government grant relating to 
an asset in accordance with IAS 20 Accounting for Government Grants and Disclosure of 
Government Assistance? 

(i) Set up the grant as deferred income 

(ii) Credit the amount received to profit or loss 

(1) ^ Deduct the grant from the carrying amount of the asset 

(iv) Add the grant to the carrying amount of the asset 

(a) (1) and (ii) (b) (ii) and (iv) 
(c) (1) and (iii) (d) (iii) and (iv) 


Q3  Onl January 2019, Boom Limited (BL) received Rs.2,000,000 from the local government on the 

| condition that they employ at least 200 staff each year for the next 4 years. On this date, it was 
virtually certain that BL would meet these requirements. 
However, on 1 January 2022, due to an economic downturn and reduced consumer demand, BL 
no longer needed to employ 100 staff. The conditions of the grant required half repayment. 
What should be recorded in the financial statements on 1 January 2022 for repayment of grant? 
(a) Debit Deferred grant by Rs.500,000 and PL by Rs.500,000 
(b) Debit Deferred grant by Rs.250,000 and PL by Rs.250,000 
(c) Debit Deferred grant by Rs.1,500,000 and PL by Rs.500,000 
(d) Debit Deferred grant by Rs.500,000 and PL by Rs.1,500,000 


Q4 Which TWO of the following statements about IAS 20 Accounting for Government Grants and 
Disclosure of Government Assistance are true? 


(a) A government grant related to the purchase of an asset must be deducted from the 
carrying amount of the asset in the statement of financial position. 

(b) A government grant related to the purchase of an asset should be recognised in profit or 
loss over the life of the asset. 

(c) Free marketing advice provided by a government department is excluded from the 


definition of government grants. 
(d) Any required repayment of a government grant received in an earlier reporting period is 
treated as prior period adjustment. 
А manufacturing entity receives a grant of Rs.1,000,000 towards the purchase of a machine on 1 
January 2013. The grant will be repayable if the entity sells the asset within 4 years, which it does 
not intend to do. The asset has a useful life of 5 years. 


Me is the deferred income liability balance at 30 June 2013? 
8: 


0.5 
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IAS 20 GOVERNMENT GRANT 
5 


стз 2 сс --ш--М85ОҮИНИИ Que 


О.6 


A company receives a government grant of Rs. 500,000 on 1 April 2017 to facilitate Purchase 
the same day of an asset which costs Rs. 750,000. The asset has а five-year useful life a 
depreciated on a 3096 reducing balance basis. Company policy is to account for all gn 
received as deferred income. 


What amount of income will be recognised in respect of the grant in the year to 31 March 20197 
Rs. 


Q.7 


A manufacturing entity is entitled to a grant of Rs.3 million for creating 50 jobs and maintainin 
them for three years. Rs.1.5m is received when the jobs are created and the remaining Rs.1.5m у 
receivable after three years, provided that the 50 jobs are still in existence, The entity creates 50 
jobs at the beginning of year one and there is reasonable assurance that this level of employment 
will be maintained. 


What is the deferred income balance at the end of the first year? 
Rs. 


Q.8 Ifa government grant must be repaid, then it is; | | 
(а) Ап еггог (9) A change in accounting policy 
(^) A change in accounting estimate (d) А new transaction 


Q.9  Ifanentity receives a non-monetary asset as a grant, this is accounted for at the; 


(a) Market value (b) Fair value 
(c) Net realizable value (d) Present value 

Q.10 Which of the following is not covered by IAS 20 - Government Grants? 
(a) Tax breaks (b) Employment grants 
(c) Subsidised loans (d) Forgivable loans 

Q.11 Which of the following is not a correct treatment of government grants related to an asset? 
(a) Deferred income 
(b) Credit to income in period received 
(c) Deducting the grant from the carrying amount of the asset 
(d) None of the above 

Q.12 Which of the following is not a correct treatment of government grants related to income? 
(a) Present as. Other income (b) , Deduct from the related expense 
(c) ^ Deduct from the cost of the asset (d) None of the above 
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IAS 20 GOVERNMENT GRANTS 
CHAPTERS 


ICAP MULTIPLE CHOICE QUESTIONS (MCQs) SOLUTIONS 


m , the statement of 
This is a grant related to income and would therefore be released to t 

А! (b) profit or loss over the 4 year life, By the end of year one, Rs.250,000 would have ae 
credited to the statement of profit or loss, leaving Rs.750,000 held in deferred income. 


this point the amount is repaid, meaning that the deferred income is removed, as well as 
the Rs.250,000 income previously recorded, 


1.1.2021 Bank 1,000,000 
Deferred Grant income 1,000,000 
31.1.2021 Deferred Grant income 250,000 
Govt Grant income 250,000 
1.1.2022 Deferred Grant income 750,000 
РЛ 250,000 
ВапК 


1,000,000 


А2 (с) The grant can be treated as deferred income ог deducte 
asset. It cannot be credited directly to profit or loss. 


АЗ (а) Half repayment is Rs.1,000,000 (Rs.2,000,000 x 50%) 


At the date of repayment, the balance in deferred grant would be Rs.500,000 and 
additional Rs.500,000 shall be charged to profit or loss. 


d from the carrying amount of the 


A4 (b,c) Пет a is incorrect as the deferred income method can be used. 
Item d is incorrect as any repayment is corrected in the current period, not 
retrospectively. 

А5 Rs,900,000 
The grant should be released over the useful life, not based on the possibility of the item 
being repaid. Therefore, the Rs.1m should be released Over 5 years, being a release of 
Rs.200,000 a year. At 30 June 2013, 6 months should be released, meaning Rs.100,000 
has been released (6/12 x Rs.200,000). This leaves Rs.900,000 in delerred income. 

A6 — Rs. 105,000. Rs. 
Grant received 1.4.17 500,000 
Recognised year to 31.3.18 (500,000 x 3094) (150,000) 
Balance 31.3.18 35 
Recognised year to 31.3.19 (350,000 x 3094) TE mm 

^7 Rs.500,000 
The total grant income is Rs.3m, to be recognised over a three-year period. Annual 
income is therefore Rs.1ín. At the end of the first year the entity has received Rs.1.5m of 
which К.т has been recognised in the statement of profit or loss, leaving Rs.500,000 
deferred into future periods. : 

ЦЭЛ” @ 

№ (b 

А0 ч) 

MI qp) 

№ (о 

247 


Scanned with CamScanne 


СНАРТЕБ-3 
———— 128 IAS 23 BORROWING COST 


BORROWING COSTS IAS - 23 


01: BORROWING COST 
Borrowing costs are interest and other costs that an entity incurs against borrowing of funds, 


ies costs include arrangement fee, bank charges, loan processing charges, commitment fees 


Exam note: 
Borrowing 
In exam following different names for borrowings are normally tested on which we pay 
interest: 

Loan 

Redeemable preference shares 

Debentures 

Bond 

Loan notes 

Term finance certificate 

Bank Overdraft 

Running finance facility used 


Not a Borrowing 
1. Issue of share capital (We pay dividend on it which is not a borrowing cost) 


2. Issue of right shares (We pay dividend on it which is not a borrowing cost) 
3. Down payment received from customer for whom. say а building is constructed 


LO2: QUALIFYING ASSETS f 
A qualifying asset is an asset that necessarily takes a substantial period of time to get ready for 


its intended use or sale. They are usually self-constructed non-current assets. 
Assets that are ready for their intended use when acquired are not qualifying assets. 
Any of the following may be a qualifying asset depending on circumstances. 

(a) items of property, plant and equipment 

(b) intangible assets 

(c) inventory 

Quutifying assets are usually self-constructed non-current assets. 


The following are not qualifying assets: 


Inventories that are manufactured, or otherwise produced, over a short pe 


not qualifying assets 
Assets that is ready for their intended use or sale when acquired. 


° riod of time, аге 


Example 1: expensing borrowing costs 
Yay Limited incurred Rs. 100,000 interest (during the year ended 31 December 20Х5) on 4 loan 


that was used to finance the construction of a factory plant. 
The factory plant was not considered to be a qualifying asset. 


Required: | | | Es 
Provided the necessary journal entries for expensing the interest in Yay Limited's bo 


year ended 31 December 20X5. 


oks for the 
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IAS 23 BORROWING COST 


Cr. 
Tae ee ee 
31/12/20Х5 Financed charges 


00,000 
ization of borrowin 


Costs - all criteria met at same time 
curred Rs, 100,000 int 
year ended 3| Decem 


Finance charges payable 
Dterest incurred on loan 


italized as the asset is not a qualifying asset. 


ry 20X5, when the loan was raised. 
uilding would res 


ult in future economic benefits and the 
eliably measurable, 


° ruction of the bu 


Required: 
Provide the neces 
for the year ende 


ilding began as soon as the loan was raised. 


sary journal entries to capitalise the borrowing costs in Yippee Limited’ 
d 31 December 20X5. 


S books 
Answer-2 


— Lm: 


31/12/20X5 


Capital work in progress 
Finance charges payable 
Capitalization of interest on loan 
ing asset so borrowing cost will be capitalized. 
The borrowing costs Capitalized are those that would have been avoided if the expenditure on the 
qualifying asset had not been made. 


100,000 


100,000 


LO3: SPECIFIC BORROWINGS 
BORROWINGS 


If an entity borrows funds specific 
shall determine borrowing costs el 
on that borrowing d 
those borrowings. 


ally for the purp 


igible for capital 


isation as the 
uring the period less an 


actual borro, 
: : FROM ERU 
investment Income 


Хай! 


Specific Borrowing cost to be capitalized 
Interest incurred on specific borrowing 


(Loan outstandin 
Less: Investment income 


5 X rate x months оц 


tstanding*/| 2) Xxx 
(Investment made x rate х months outstanding*/ 12) (Xxx) 
XX) 
* Months outstanding shall exclude suspension period 


Ххх 
and will Stop w 
Journal Ent 


Particulars 


Capital work j п process 


hen Project will cease, 
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LO4 


Example-3 | 
Baba Limited borrowed Rs, 700,000 from the bank on 1 March 20X9 to begin the construction of 
a building (a qualifying asset), Construction began on 1 March 20X9. The interest rate payable on 
the loan was 9%, The company paid construction costs of Rs. 500,000 on 1Јипе 20X9. Surplus 
funds were invested in a fixed deposit and enrned interest at 5% per annum. No capital portion of 
the loan was repaid during the year ended 31 December 20X9. 

Required: 

Pass the entry for capitalization. 


Answer-3 


Cost of capital work in process 
Interest incurred on specific borrowing (700,000 x 996 x 7/12) 36,750 
Less: Investment income during construction 


(200,000 x 596 x 7/12) ee) 


Date Description Specific Balance 
1-Jun-09 Loan already raised 700,000 
1-Jun-09 Construction payment 500,000 
200,000 200,000 


Particulars ; 


| Dr | Cr | 
Capital work in process (500,000 + 30,917 530917 | | 
| | Cosh [530,917 


: GENERAL BORROWINGS 


If an entity borrows funds generally and uses them for the purpose of obtaining a qualifying asset, 
the entity shall determine the amount of borrowing costs eligible for capitalisation by applying a 
capitalisation rate to the expenditures on that asset. 

The capitalisation rate shall be the weighted average of the borrowing costs applicable to the 
borrowings of the entity that are outstanding during the period. 

General Borrowing cost to be capitalized 

Interest incurred on general borrowing 


(Construction payment x capitalisation rate x months outstanding*/12) XXX 


* Months outstanding shall exclude suspension period and will stop when project will cease. 


LO4.1 Calculation of Capitalisation rate 


250 


Бин Loan 

1 L criod outstanding / : 

Loan а outstanding Weighted Rate шн 
8-2: 123015 loan nor 

Loan ] XXX xx/12 XXX 18.094 XXX 

Loan 2 XXX xx/12 XXX 20.094 XXX 

Loan 3 XXX xx/12 5 


— . XXX 2204 ХХ. 
-— а ы ХХХ _ ХХХ, 
Capitalisation rate = Total Interest / Total Loan outstanding x 100 


PERANAN METON avanan 
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Example-4 
Calculate Capitalization rate it 


Rate of 
Borrowings made Date of borrowing Amount 
From HBL 


1 the following cases: 


interest 
illi 13% 
01.07.00 Rs. 10 million 
From NBP 01.10.00 Rs.15 million 12% 
From PICIC | 01.11.00 Rs.20 million 15% 
Year-end is 31 December 2000. | 
Answer-4 
italisation Ra € of gener l borrowin 
andin машин и. 
HBL 10 x 6/12 5,00 13% 0.65 
е 15 х 3/12 3,75 12% 0.45 
20 x 2/12 nua 3.33 15% | 220 
=т=, 12.08 —— 
Rate for general borrowing (1.60/12,08) 13,25% 
Example-5 
Wisegroup Ltd borrowed the following amounts from various financial institution/banks for their 
usiness: 
Date of borrowing Rate Loan (Rs.) Borrowing cost (Бв,) 
PLCIC 01.07.00 1094 15 million 1.5 million 
HBL 01.10.00 1294 10 million 0.9 million 
MCB 01.11.00 1694 8 million 


0.85 million 
During the year they spent Rs. 13 million (paid to co 
building. The construction was commenced оп 19 | | 
Some cash out of amount borrowed was temporarily invested in short term deposits and an 
income of Rs, 0.2 million was earned from there: 

They prepare their financial statements on 30 June, 
Required: Calculate the bo 


Answer-5 


ntractor at the Start) on Construction of Office 
August 2000, 


Trowing cost to be capitalized for the year ended 30 June, 2001, 


Interest accrued on general borrowings 
l-Aug (13 x 11.6896 x 11/12) 


1.40 
Capitalisation Rate of general borrowing 


Period Loan 

Loan outstanding outstanding Rate Intere t 
PICIC 15 х 12/12 15.00 710567 шаг 

HBL 10 x 9/12 7,50 12% 0:90 
| 27.83 “СГЗ аг 
—— 

Rate for general borrowing _ (3.25/27.83) 11.68% 

Investment income is ignored as the borrowings are 
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——_——$—$——$ eee 


LOS: COMMENCEMENT SUSPENSION AND CESSATION OF 
CAPITALIZATION 


——— Más 


Commencement | An entity shall begin capitalising borrowing costs on the commencement 
of capitalization | date, The А 

commencement date is the date when the entity first meets all of the 
following conditions: 

(a) it incurs expenditures for the asset; 

(b) it incurs borrowing costs; and - 

(c) it undertakes activities necessary to prepare the asset for its intended 
use. ВЕРЕ 

An entity shall suspend capitalisation during periods in which it suspends 
active development of a qualifying asset. However if Suspension is а 
necessary part of the process of getting the asset ready then borrowing cost 
will be capitalized, | | — 

An entity shall cease capitalisation when all the activities n 
prepare the qualifying asset for its intended use are com 


Suspension of 
capitalization 


Required: 
Discuss when Dawdle Limited may begin capitalising the interest incurred, 


Answer-6 


awdle Limited shall began capitalisation of interest when all the three conditions are met, 


D 
Dawdle Limited borrowed the loan on 30 June, 20X5 but began construction when raw materials 
are available i.e.31 August, 20Х5 


Therefore, Dawdle Limited shall began capitalisation of interest from 31 August, 20X5 


Required: 


Provide the necessary journal entries for finance charges incurred in } imited' for 
the year ended 31 December 20Х5, їл Ноогай Limited's books 


Capital work in process ( 100,000 x 1 1/12) 


Finance charges(interest ехрепве)(100,000 x |/ 12) 
Finance charges payable 
Interest cost char 


31/12/20X5 


ed to expenses 88 Well as са italized 
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of а puildi 
ayable on 


capital ortion of the loan was repaid 
un-routine stoppage in the work in the 
Required 

Pass the entry for capitalization. 


Answer-8 
Cost of capital work in process ) 
Interest incurred during construction on specific borrowing 47,500 
500,000 х 10% x (10 - 1)/12] 
Less: Investment income during construction | (4,500). 
[100,000 х 6% x (10 - 1)/12] 33,000 
БЫЛ” „ш 


Balance 


Date Description Specific _ Balance 
i 500,000 
1-Маг-05 Loan already raised , 
400,000 
100,000 


1-Mar-05 Construction payment 
100,000 


0 + 33,000 


Capital work in process 400,00 
Cash 


—pr [ or 
P| 433,000 | 


Example 9: delays in construction 

A hotel is under construction in 20X5. Borrowing costs of Rs.300,000 are incurred on a loan 
during 20X5. The loan was specifically raised on 1 January 20X5 for the sole purpose of the 
construction of the hotel. 

Required: 

Discuss how much of the interest may be capitalised assuming two independent scenarios: 

trike for-a period of two months, during which no progress is nade 
hotel had to wait for five days for the cement in the foundations ю 


А. The builders go on 5 
В. The builders of the 


dry. 


Answer-9 
(a) During these two months, the interest incurred will not be capitalised as it is unnece 
ssary 


interruption to the construction process. The interest to be capitalised is (300,000 
, х 


10/12) = 250,000 
The borrowing cos 
f 


{ will be capitalised with interest incurred duri 
: | , гїп ar 
letion process. The interest 15 capitalised with 300 con as it is 


(b) 


106: D) CLOSURES 
An entity shall disclose: 
(a) the amount of borrowing costs С 
(b) the capitalisation rate used to 
capitalisation. 


apitalised during the period; and 
determine the amount of borrowing costs eligible f 
е for 
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107: ВАЅІС PRACTICE Questions 


Mr. X‘borrowed а loan of Rs, 600,000 on 1 Jan 2016 at the rate of 12% p.a for construction Of a 


building, Interest is payable at the end of each year. 
On 1 Jan 2016 he started the construction work. Following payments were made to the котан 


1 January 2016 


30 June 2016 

30 September 2016 
The construction was completed on 30 September 2016. The estimated life of building is 5 years, 
The entire loan is repayable on 31 December 2020, 

The building is a qualifying asset for the purposes of IAS 23. 

Required: 

Assuming year end is 31 December, you are required to prepare the extracts from the statement of 
comprehensive income and statement of financial position for the year ended December 31, 2016, 


Mr. A obtained loan of Rs. 1,000,000 on 1 Jan 2012 at the rate of 15% p.a. for construction ofa 
building. On 1 March 2012 he started construction work on which date he also made first 
payment for construction. Construction work was completed on 31 Oct 2012. 

Required: 

For the year ended 31 December 2012, Calculate: 

] Total borrowing cost 

2 Borrowing cost to be capitalized 

3 Borrowing cost to be expensed out 

Question-39 ЯМ ит 

Mr. B started construction of a building on 1 Feb 2012. To finance the outlay he obtained a loan 
of Rs.300,000 ол 1 April 2012 at the rate of 12% ра. Construction work was completed on 31 
July 2012. "m 

Required: 

For the year ended 31 December 2012. Calculate; 

1 Total borrowing cost — ( {ороо х 154) | pieto - 

2 Borrowing cost to be capitalized 

3 Borrowing cost to be expensed out 


[Question -4 ^ ao 
` Mr. J has obtained a loan of Rs. 10 million on 1 Jan 2010 at the rate of 12% p.a. for construction 
of a qualifying asset. Construction work started on the same date, The payments made to the 


contractor were as follows: 


1* January 20100) b 


315 July 2010 ? 
31" August 2010 3 
The project was complete on 30 Sep 2010. 


Fund : = 
The surplus funds were invested @ 6% р.а, -9 Thus (mpl ds e by ffl be 


Required: 
Д б”) SPea He Joa. 
Calculate the borrowing cost to be capitali fh ЫГ 
31,2010. pitalized and cost of building for the year ended December 
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у, 


M |, a medium term loan of Rs, 2 million was obtained specifically for the 


on шалт of the building. The construction work started on 01-07-2016. The loan carried mark 
si T per annum. The payments made to the contractor were as follows: 
up 


Project com 
ulred: . » 
inii the total borrowing cost to be capitalized and cost of the project for year ended June 30, 


am. i, 


pleted on 31 March 201 7, Surplus funds are invested @ 4% p.a. 


! 


The following is the information regarding general loans available to Power limited: 


pe of Loan 


E AN Load repaid on _ 
— 200,000 | 12013 | 30-June-2016 — 
2 eae 2 Maras 30-June-2018 — 
(C 100,000 | 18% 30-September-2016 _ 


70000 | . -Febri 


| E NES “| 28-February-2019 
Required: FM | ШИЙД нэ 
Calculate capitalization rate Дог year ended 3 1 December 2016? 
3) Ч, i / od Па 


Continuing from question 6 following construction data is provided for year ended 31 December 
2016: | d 


Commencement of project D 
ERI 83 


Cessation of project 30 November 2016 


The payments made to the contractor were as follows: 
300,000 
шоо 100,000 
30,000 


‘Surplus funds аге invested @ 5% per annum. 2-2) [rre ' 
Required: 
Calculate borrowing cost to be capitalized for year ended December 31, 2016? 


Continuing from question 6 we constructed another new building in 2017. | 


Commencement ofprojet DTT 


The payments made to the contractor were as follows: | | 
ЕИ ТТТ 
о 30,000 
30 September 2017 -- 10,000 
Required: | 


Calculate borrowing cost to be capitalized for year ended December 31, 2017? 
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Question-9 


General Borrowing’s capitalization rate is 13.48% 


Construction payments for year ended 30 September 2012: 
1 February 2012 200.0 
0 


[Febuary 202 
КУТРИ 
таг 000 


0 
- - 10 
‚ The project remained stopped for the month of July and August due to delay in receipt of — 000 
material. 


Calculate borrowing cost to be capitalized? 


Answer-1 


Mr.X 
Statement of financial position (Extracts) 
As at 31" December, 2016 


Rs, 
Non-Current Assets 
Building((W-1) 654,000 — 32,700) 621,300 
Non-current liabilities : 
Bank loan 600,000 
Mr. X 
Statement of comprehensive income (Extracts) 
For the year ended 31" December, 2016 
Rs. 
Interest expense (600,000 x 12% x 3/12) | 18,000 
Depreciation — (654,000/5 x 3 / 12) 32,700 
(W-1) Cost of building | 5, 
Construction cost (100,000 + 200,000 + 300,000) sae 
Interest /Borrowing Cost (W-2) 057 
Leu. 
(W-2) 
win 0 
Interest incurred on specific loan (600,000 x 12% x 9/12) 54,000 
— ——— I 
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cf 
1... Total borrowing Cost (1 000 x 15% ) а 150,000 
. e 
1 Borrowing cost to be Capitalizeq 
Interest on specific borrowing from 1-Маг to31. 
3, Borrowin Lost to be expensed Зэн e: шо КА ы 
Interest (Jan , Feb » Nov, and Deg ) ГА 


100,000 
Answer-3 (1,000,000 x 150 x 4/12) 50,000 
1. Total borrowin Cost ` 
nt Cost 
April - December 


Rs, 
(300,000 x 12% 

2, Borrowing cost to be capit сод °х9/12) 

Interest on specific borrowing fro 


27,000 
m April to Jui 
3, Trowing cog 0 be ех ENsed oy 1 00,000 х 12% x 42) 12,000 
ust to December 
js 24 | (300,000 х 129 „ 5/12) 15,000 
orrowing cost to be са italizeq 
Interest incurred on Specific borrowing from 1.Jan 1031-8 
(10x 12% х 9/1) Ы T 
Less: Investment income 
- (6х69х7/12 021 
7 (4х66х1/12) 0.02 
—— 
--023) 
(W-1)Receipts and ayments schedule 
Date Descri tion 
1-Јап-10 


0.67 
1-Јап-10 


Specific Balance 
onstruction payment = «19 
31-Jul- Construction payment 
10 


6 6 
(2) 4 
31-Aug- Construction payment (4) _ 
10 
Answer-5 
Borrowin cost to be ca italized 
Interest on Specific borrowing from l-jul to30-Sep " 
(2x 10% x 9/12) 
Less: Investment income (0016) 
- (12xK4% x4 /12) (соо, 
- (0.6 x 4% x 2/12) Ae 79 
- (04x49 x2/12) —3À. EX 
—— 
(W-1)Receipt and payment schedule 
й Specific Balance 
Date Тра = 
1-Jul-16 Loan raised 
1-Jul-16 Construction payment 
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LO8: SOME TERMINOLOGIES 
—— ML OILRMINOLOGIES 


Mr. Imam commenced the construct 
31December 2016. The cost of the 
following terms of the contract are agr 
10% of the cost of project will be pai 
payment, This amount will be adjustec 
5% of the cost of project will be ret 


12 P 
1-Моу-16 Construction payment | o 0,6 
1-Јап-17 Construction payment ( A 04 
1-Маг-17 Construction payment (0.4) + 
Answer-6 
Capitalization Rate 
(W-1) 
Capitalization rate (Average rate) = ean х 100 
= 22.6% 
Loan Amount Months Loan Rate Interest 
A outstanding outstanding : 
ДА 200,000 х 6/12 100,000 20% 20,000 
È B 500,000 x12/12 500,000 25% 125,000 
х c 100,000 x 7/12 58,333 18% 10,500 
-D 70,000 x 11/12 64,167 12% 7,700 
r ‘ 722,500 163,200 
= 1 SSS eee Sey 
Answer-7 
Do your self 
Answer-8 
Do your self 
Answer-9 


Do your self 


1) Progress billings 


Billings made by 
2) Retention money 
The amount deducted by the 
satisfaction of the customer, 
3) Mobilization Advance 
Advance given by the custome 


progress bill. 
4) Right issues 


A rights issue is an invitatio 


in the company, 


Question 


project 


The details of bills submitted by the contractor, during the ye 
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the contractor in response to the work performed by him, 


customer from progress billings, this is deducted for the 
r to start the contract. It is normally adjusted with each 


n to existing shareholders to purchase additional new shares 


ion of project on | January 2016 and will end on 
project is estimated amounting to Rs. 200 million. The 
eed with contractor: 

Breement (ie, | January 2016) as down 
rly progress bills, 

d shall be paid 6 months after the completion of 


1 against the quarte 
ained an 


ar are as follows: 
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particulars C] Date of payment 
A of 1“ phase 3| тэ 
2 completion of 2^* phase 


On completion of 3 phase 30 September 2016 
On completion of 4 phase L-— —  3IDewmber206 — — | 50 
The bill will immediately be paid on receipt, 


Required: 
Assuming year end is 3] Decey 


Mber you are required to pass journal entries and extracts from 
statement of financial position for the year 2016, 
Answer 
Advance 


1 Jan 2016 
Bank 
Mul Payment of advance 
31 Mar2016 | CWIP 
Advance 
Retention money payable 
Bank 
Payment of fir i 
30 June 2016 | CWIP 
Advance 
Retention Money payable 
Bank 
р ; 


ayment of second 
30 Sep 2016 | CWIP 


Advance 


Retention mone 
Bank 


Payment of Second progress bil] 
3IDec 2016 CWIP 
Advance 
Retention money payable 
` Bank 


31Dec 2016 Building 


y payable 
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LO9: SUMMARY 
Asset is qualifying asset No 


Yes 
Capitalize borrowing cost 


General borrowings 


Specific borrowings 


Calculate interest based 
on loan outstanding less 
investment income 


Stepl : Calculate capitalization rate 
Step2 : Apply this rate on expenditure 


Investment income will be ignored in General borrowings 


| 
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07077 — —— — — — 14823 BORROWING COST 
PRACTICE QUESTIONS 


m. obtained following loans for reasons Specified below: 


Rs. in million 


" Amount Interest Purposes 
allied Ban 10 3 Building in process 
MPL Bank 6 0.5 


Purchase of ready to use air conditioners 
ee Placing 7 0.6 Construction of office building 


from Pri 1.25 Plant installation 

expenses incurred on issue of debentures 0.75 million 
Expenses incurred for arranging loan from Private Placing 0.35 million 
Required: 


porrowing cost eligible for capitalization 


uestion-2 [Identification of qualifying asset 


Umair & Co. obtained the following loans for the purposes specified against each along with interest 
thereon: 


Rs. in million 
Amount Interest 


Purposes 
From Faysal Bank 12 2 For purchase of stock 
From ILI Bank 15 3 For construction of building 
Loan from Directors 4.5 0.25 For purchase of land 


Required: 
Borrowing cost eligible for capitalization 


Question-3 [Specific borrowing with investment income] 


Haha Limited borrowed Rs. 500,000 from the bank on 1 January 20Х5 to begin the construction of a 
building (a qualifying asset). Construction began on 1 January 20Х5 (i.e. all criteria for capitalisation of 
borrowing costs were met). The interest rate payable on the loan was 10%. The company paid 
construction costs of Rs. 400,000 on 1 January 20X5. Surplus funds were invested in a fixed deposit and 


earned interest at 6% per annum. No capital portion of the loan was repaid during the year ended 
31 December 20Х5. 


Required: 


Pass the entry for capitalization. 


Question-4[Specific borrowing with investment income] 


Money Limited began the construction of a new building on the | February 20X5. Construction costs 
incurred in 20X5 were paid for as follows: 


Rs 


Ол 1 February 500,000 

On 1 July 600,000 

On 1 November 800,000 
261 


Scanned with CamScanne 


ча 


ember 20Х5 when the building was complete 


The e АН х 
he construction of the building ended on the 1 Dec 
inted over 10 years to a ni residual value Using th 
t 


ready for its intended use, This building is to be depree 
Sstmight-line method, | 

The construction was financed by a loan of Rs. 1,900,000 from Cash Limited. The loan was raiseg 
| January 20X3 specifically to facilitate the construction of the building. The interest rate is 25% о 
annum, There were no loan repayments during the year. Surplus funds were invested at 2096 per &nnum 
The interest is compounded annually. | 


The building is a qualifying asset for the purposes of IAS 23. 


Required: 

a) Calculate the amount of borrowing costs that are eligible for capitalization during the year endeg 
31 December 20X53. 

b) Calculate the depreciation Гог the year ended 31 December 20X5. 

c) Calculate the carrying amount of the buildings as at 31 December 20X5. 


yecifie borrowing with investment income 
at an interest rate of 14%) from 
build a hockey stadium. 


uestion-5 
НосКеу Limited borrowed Rs. 2,000,000 ( 
20Х5. These funds have been borrowed in order to 


the Bank of Ball on 1 Janus 


Progress payments made in 20Х5 are as follows: 
Rs. 

On 1 January 600,000 
On 1 July 1,200,000 
On 1 September 200,000 
The surplus funds were invest 
Construction began on 1 January 20Х5 and was 
and 20 June, construction ceased while concrete cured (a necess 


The stadium is a qualifying asset as defined by IAS 23. 


ed in a fixed deposit earning interest at 10% per annum. 
still incomplete on 31 December 20Х5. Between | June 
ary part of the construction process). 


Required: 
a) Calculate the amount of borrowing costs that may be capitalized to the hockey stadium cost 
account in the year ended 31 December 20N5. 
b) Calculate the amount of borrowing costs that may be capitalized to the hockey stadium сох 
at construction could not begin due to 


account in the-year ended 31 December 20Х5 assuming th 
the building plans not meeting municipal standards. The plans have been re 
expected that the municipality will give the go-ahead to begin construction in early 20Х6. 


submitted and iti 


2 
есїйс borrowi 
ecifically to fund the construction of a building (a qualifying asset): 


no with investment income 


Loans raised sp 
Loan A (1026) raised 1 January 20Х5: Rs. 500,000 


LJ 
, Loan В (15%) raised | June 20X5: Rs. 400,000 

Rs. 100,000 of the loan B capital was repaid on 31 July 20X5. No other loan was repaid. In 
payable (compounded) annually on 31 December. ши B 
The only interest income earned during the year was interest income eamed on the investment 0 


funds from the specific loans in a 676 interest account. 


terest УУ 


f supl 


Construction costs paid for as follows: 
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a reer reve Or 
31 March 20X5: Rs. 300,000 
30 April 20X5: Rs. 100,000 
31 July 20Х5: Rs. 220,000 


Commencement date of capitalization of borrowing cost: 1 March 20X5 

Cessation date of capitalization: 31 August 20X5 

Required: 

Calculate the amount of borrowing costs that must be capitalized in terms of IAS 23. 
Question-7 

For the purpose of constriction of qualifving as 


acest during the year ending December 2014, Ahmec 
limited decided to utilize various funds available to them. The details of funds available to Ahmed Itd. are 


as follows: | 
900,000 01-01-2013 31-12-2014 


560,000 | - 1596 01-01-2014 30-09-2014 
30-11-2014 


eneral purpose loanC | 780,000 01-01-2014 
690,000 01-01-2012 30-07-2014 


hareholders’ equi 1,000,000 01-07-2005 Not repaid up to 31-12-2014 
„ Required: 


You are required to calculate the capitalization rate to be used for calculating the amount of borrowing 
cost to be capitalized, 


Question-8 
Calculate capitalization rate in the following case: 
Borrowings made 


cn 


Date of borrowing Amount 


Rate of interest 

From HBL "01.05.00 9 million 15% 

From NBP 01.09.00 17 million 13% 

From ICI 01.07.00 < 25 million 17% 

From Allied Bank 01.11.00 ` `, 32 million 20% 
Year-end is 31 December 2000. | 
Question-9 
Wisegroup Ltd borrowed the following amounts from various financial institution/banks for their 
business: 

Date of borrowing Rate Loan (Rs.) Borrowing cost (Rs.) 

PLCIC 01.07.00 10% 15 million 1.5 million 
HBL 01.10.00 12% 10 million 0.9 million 
MCB 01.11.00 16% 8 million 0.85 million 
ae the year they spent Rs. 13 million (paid to contractor at the start) on construction of office 


uilding. The construction .was commenced on 1* August 2000 and continued upto 31 January 2001. 
From 15 February 2001 the'construction remained suspended due to non-availability of required quality 
of marble, The marble could be procured only at the end of March 2001. 

Some cash out of amount borrowed was tem 
2 million was earned from there: 


They Prepare their financial statements on 30 June. 


porarily invested in short term deposits and an income of Rs 


Required; Calculate the borrowing cost to be capitalized for the year ended 30 June, 2001. 
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a nel 
Question-10 

Ammar Corporation has following loans in place at the beginning of 201. 

1 January 2014 

12 % MCB loan repayable X000 

8.5 % Debentures repayable 60.000 

10.5 % Silk Bank loan repayable 


On 1 January 2014, the construction of a qualifying asset started using existing borrowings. Expenditure 
incurred on the construction was incurred on:- 


Rs. 
1 Jan 2014 30,000 
1 June 2014 40,000 
1 November 2014 20,000 


_————— 
90,000 

—— Hà 

The construction will complete on March 31, 2015. 


Required: 


Calculate the borrowing cost to be capitalized for year ended December 31, 2014. 


uestion-11 


Nasir Corporation has following loans in place at the beginning of 2015. 


{ 1 January 2015 
| 12% MCB loan 50,000 
8.5 96 Debentures 80,000 


| It further borrowed following loans not specifically for the project: 
13 % Silk Bank loan obtained on 1-4-201'5 
15 % HBL loan obtained on 1-9-2015 


On 1 January 2015, the construction of a 
construction was incurred on:- 


6,000 
90,000 


qualifying asset started. Expenditure incurred on the 


Rs. 

1 Jan 2015 30,000 
1 June 2015 50,000 
1 December 2015 | 70.000 


150,000 
The construction will complete on March 3 1, 2016. 
Required: 
Calculate the borrowing cost to be capitalized for year ended December 31, 2015 
| 
| Question-12 
| NP 
| Soccer Limited began the construction of a new Stadium о i ss 
| payments made during 20Х5 are as follows: " 1 January 20X5. Details of the PER 
On 1 January og Ù 
OnlAprl — . 200,000 
On 1 July 250,000 
On 1 September 150,000 
On 1 October 200,000 
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| The stadium was still under construction at 31 December 20X5. 
The construction was financed b 
any one time during 20Х5 avera 
20Х5 was Rs. 2,600,000. 


у general borrowings within the company. General loans е e 
ged Rs. 20,000,000. The interest expense incurred on these loans g 


The stadium is a qualifying asset as defined by IAS 23. Interest is payable (compounded) annually. 


Required: 


a) Calculate the amount of borro 


wing costs that may be capitalized to the stadium during the year 
ended 31 December 20X5, 


b) Calculate the depreciation for the year ended 31 December 20X5. 


c) Calculate the carrying amount of the stadium as at 31 December 20X5. 


Question-13 


A socially responsible multinational corporation (MNC) decided to construct a tunnel that will Jink two 


sides of the village that were separated by a natural disaster years ago. Realizing its role as a good 
corporate citizen, the MNC has been in this village for a couple of years exploring oil and gas in the 


nearby offshore area. The tunnel would take two years to build and the total capital outlay needed for the 
construction is Rs. 20 million. General loans were arranged in this way: 


, Bank term loans: Rs. 5 million at 7% per annum 

, Institutional borrowings: Rs, 7 million at 8% per annum 
, Corporate bonds: Rs. 10 million at 9% per annum 
Required 


When MNC capitalizes borrowing cost 
would it capitalize the borrowing costs? 


Question-14 


Rise Co had the following loans 


s under IAS 23, how would it treat the borrowing costs? How 


1 January 
10 96 Bank loan repayable — Repayable 2016(General) 100,000,000 
8 % Bank loan repayable — Repayable 2018(General) 40,000,000 
7% Specific loan obtained on 1.1.2014 20,000,000 
Construction of Plant began on 1 Jan 2014. 

Expenditure incurred on the construction was given below. Surplus funds were invested at 4 94. 
Incurred on | Rs.”000” ^ j 

| 80,000 

---2)000. 

Required: 
Calculate the borrowing cost to be vapitalized for the factory plant for the year ended 
3] December, 2014.  . , 


RUN aimer HS ope c S e DR DERE. TN ыш 
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stion-15 


ion of a building , T 
On 1 July 2006, entity A entered into a Rs, 2.2 million contract ш flowing нт were num 
building was completed at the end of June 2007. During the period, the fo 
the contractor: | 


3 , 
Payment date ii 21 
1 July 2006 600 
30 September 2006 1,200 
31 March 2007 200 
30 June 2007 2,200 
Total , ' 
Entity А`$ borrowings as at ite year end of 30 June 2007 were as follows: | 
i) 10% four-year loan obtained on 1 July, 2006 with simple interest payable annually, which е 068 


specifically to the project; debt outstanding at 30 June 2007 amounted to Rs. 700,000. Interest of 
Rs. 70,000 was incurred on these borrowings during the year, and interest income of Rs. 20,000 
Was earned on these funds while they were held in anticipation of payments. 


ii) 12.5% 10-year general loan with simple interest payable annually, debt outstanding at | July 
2006 amounted to Rs. 1,000,000 and remained unchanged during the year. | 

iii) 10% 10-year general loan with simple interest payable annually; debt outstanding at 1 July 2006 
amounted to Rs, 1,500,000 and remained unchanged during the year, 

Required: . 


Calculate the borrowing cost to be capitalized for year ended June 30,2007, 


Question-16 [Specific + General + mix] 


Milo enterprise was working on a project to construct a building. Project started on January 01, 2014. 
Costs incurred on the project are as follows: 


1 January, 2014 
1 Sep, 2014 


The following amounts were utilized for payment: 


7,500,000 
9,500,000 
l. 10% debentures issued on January 1, 2014 specifically for construction Rs. 5,500,000. 
2 1576 bank loan outstanding since 2013 Rs. 6,500,000 

3, 12% bank. lcan was obtained solely for the. project July | 
4 


Xv » 2014 Rs. 3,250,000 
1058 loan outstanding since December 1, 2014 Rs. 


1,000,000 


wand. debentures are outstanding till 315! 
VW December 2014. 


Required: T MS 
Determine 1011 amount of capital work in process, 


In the board meeting held on 15" December 2006, manage 

qualifying asset ámounting to Rs. 1,000,000. The management of Powe 

finance the project but the bank agreed to finance only the 50% of the estimated cost ie. Rs. 500,000 @ 
S 24 cost Le, Rs. 500, 


0 T ; (опе 28" Dana 
1596 p.a. The loan was sanetioned ян 28 December 2006 and was immediately put into the bank account 
of company. Management of the company decided to Utilize other Beneral purpose loans to finance the 
‘pose loans 


remaining balance of Rs. 500,000. 
266 eL (lee — 
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ment of Power limited decided to construct 4 


r limited approached to a bank to 


> | 
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ction of qualifying asset started on 15 January 2007. Following is the schedule of payments 
The die limited in connection with the construction of qualifying asset. 2 
made 


Date of installment | Amount of installment (Rs. 


а 
| Артй1,2007 | 200000] 
July 1,2007 ^ | ^ 200000 
i 
Management decided to invest the unutilized portion of specific loan in the government securities 


fetching an income (0) 8% p.a. There was an un-routine stoppage in the work from 1° June 2007 to 315 
July 2007. 


General purpose loan 1 600,000 1296 
General purpose loan 2 400,000 | 14% 
General purpose loan 3 300,000 


The general purpose loan 2 was repaid in full on 30-1 1-20 
on 31-10-2007. Remaining loans were outstanding 111315 
The construction of qualifyin 
ends on 31" December 2007. 


Required: 


01-03-2007 
01-01-2007 


07 and general purpose loan 3 was repaid in full 
December 2007. | 


E asset was not completed up to 315 


December 2007. The accounting year 


v 


Calculate portion of borrowing cost eligible for capitalization for the year ended December 2007. 


`- Question-18 


À company started construction of 
| August, 2007 of Rs. 400,0 
Construction payments, 


Construction payments 


a qualifying asset. It received loan 5 


pecifically for qualifying asset on 
00 @ 1296. Project started on 15 Augus 


t, 2007 following is the detail of 


Date Rs. 
15.8.07 150,000 
1.11.07 200,000 
1.03.08 300,000 
1.09.08 150,000 


The rate of Capitalizatio 
was stopped for month 
quired: 


n for general borrowing is 18%. 


Surplus funds are invested at rate of 3%. Project 
of December due to flood. The pr 


oject was completed on May 31, 2008 
Calculate borrowing cost to be capitalized for year ended June 30, 2008. 


Чоп 


А Com 
fol Pany started 


project of construction of a qualifying asset on 1 February 2012. It is financed through 
Wing sources: | 


Right issue of shares Rs.3,000,000 on 1 February 2012. Dividend rate is 10%. 
Specific loan was obtained on 1 April 2012 of Rs.5,000,000 @ 12%. 


hb. 
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ч 


СНАРТЕК 3 IAS 23 BORROWING Со} 
3. The surplus funds are invested @ 3%. 
4. General borrowing capitalisation rate is 14%. 
Construction payment 
Date Rs. 
1.2.12 2,000,000 
1.3.12 500,000 


1.4.12 3,000,000 
1.8.12 6,000,000 
Project was still in process on 31.12.12. 
Required: 
Calculate borrowing cost to be capitalized for year ended December 31, 2012. 


Question-20 

On 1* Jan 2014, Ghani Co borrowed Rs. 2.5 million to finance the construction of two buildings both of 
which were expected to take a year to build. Construction started during 2014. The loan facility was 
drawn down оп 1 Jan 2014 and was utilized as follows, with the remaining funds ir.vested temporarily. 


Asset A Asset B 
500,000 750,000 
__500000 75000 
1,000,000 1,500,000 


1 Jan 2014 ч 
1 Jul 2014 


The loan rate was 7 % and Sparkle Co can invest surplus funds at 4 94. 
Required: 


Calculate the borrowing costs which may be capitalized for each of the asset and consequently the cost of 
each asset as at 31 Dec 2014. 


Question-21 


Loan worth of Rs. 400,000 taken on 15 January 2014 i Rate 
ай pe нн ы inre. ry for the construction of A and B plants. Interest 


e invested @ 7% per annum. 


Year 2014 j 
1 January A 60,000 
30" June о 10000 
0 
| = 0 
Plant А was completed on June 30, 2014. . 20900 . 13407. 
Required: : 
Calculate borrowing cost to be capitalized 
adopted, ed on A and B Plants as on December 31, 2014, if IAS 2 5 
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v . 

tained loan amounting to Rs. 90 million from HBL on January 1, 2015. It carries markup @ 

Mr. Tipu ч The loan is repayable in semi-annual installments of Rs. 10 million each starting from 
nnum. . 

1 A 20 15 along with interest. 
une 295 
Calculate interest expense for the year ended December 31, 2015 an 
i) 


Prepare relevant extracts from statement of financial position for year ended December 31 ‚2015. 
ii) 


guess Нн УС | 
Mr. Atif obtained loan amounting to Rs. 70 million from UBL on July 1, 2014. It carries markup @ 15% 


er annum. The loan is repayable in semi-annual installments of Rs, 5 million each starting from January 
\ 2015 along with interest. 


Required: 
i) Calculate interest expense for the year ended December 3 1, 2015 and 


ii) ^ Prepare relevant extracts from statement of financial position for year ended December 31 ,2015. 


Question-24 Hw 


Mr. Taimoor obtained loan amounting to Rs. 150 million from Faysal bank on April 1, 2015. It carries 


markup @ 13% per annum. The loan is repayable in quarterly installments of Rs. 15 million each starting 
from June 30, 2015 along with interest. 


Required: 


i) Calculate interest expense for the year ended December 31, 2015 and 
li) Prepare relevant extracts from st 


iis [jv 


Mr. Mouse obtained loan amounting to Rs. 80 million from HBL on October 1 
25 per thousand per day. The loan is repayable in monthly installments of 
tom November 1, 2015 along, with interest. 

Required; 

i) 

i) 


atement of financial position for year ended December 31, 2015. 


» 2015. It carries interest @ 
Rs. 10 million each Starting 


Calculate interest expense for the year ended December 31, 2015 and 
Prepare relevant extracts from statement of financial position for year ended December 3 1, 2015. 


1алв ЦАА яа си TDI л дулаан ee a SE ELLA 
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CHAPTER-3 | IAS 23 BORR 
PRACTICE SOLUTIONS 
Answer-1 
Rs in "million: 
Borrowing cost eligible for capitalisation [3 + (0.6 + 0.75) + (1.25 + 0.35)] 5.95 


Note: As purchase of ready to use air conditioners is not a qualifying asset transaction therefor 


borrowing cost associated with it will be expensed out. e 


Answer-2 


Rs in ‘million’ 


Borrowing cost eligible for capitalisation 3 


Note: As purchase of stock and land is not a qualifying asset transaction therefore borrowing cost 
associated with them will be expensed out. 


Answer-3 


с 


444 000 
(W-1) Borrowing cost to be capitalized 


Interest incurred during construction on specific borrowing (500,000 x 10%) 50,000 
Less: Investment income during construction 

(100,000 x 6% x 12/12) (6,000) 
L 2n 44,000 


(W-2) 


Date Description Specific Balance 
1-Jan-05 Loan raised А 500,000 
1-Јап-05 Construction payment | ОНЧ 

` 100,000 100,000 


Answer-4 
! All figure in Rs. in '000' 
a) Borrowing cost to be capitalized 
Interest incurred during construction on specific borrowing from 1-Feb to 1-Dec 


(1,900 x 25% x 10/12) 396 
Less: Investment income during construction (W-2 170) 
| | = 

(W-1) 

Date Description : Jance 

: Specific pa 

1-Feb-05 Balance in loan a/c on commenc "oj 1,900 

1-Feb-05 Construction payment ement of project 1,900 1,400 

1-July-05 Construction payment (500) 400 

1-Моу-05 Construction payment 00 a 
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R-3 
gu : 


Investment Income 
— м——— 
i 2 ]-Feb-05 


117 
(1,400 x 2096 x 5/12) 53 
1-Jul-05 (800 x 20% x 4/12) = 
PT 18 
p) Depreciation (2,126)/10 x 1/12) 
-1) Cost of asset 
Bi Construction (500 -- 600 -- 800) . 
dd: Borrowing cost to b italized ———— 
А g е capitalize 2.126 
c) Net book value 
Cost 2,126 
Less: Accumulated depreciation 18 
2,108 
Answer-5 
All figure in Rs. in '000' 
a) Borrowing cost to be capitalized 


Interest incurred during construction on 


specific borrowing (2,000 x 14%) 
Less: Investment income during constru 


280 
ction (W-2) (73) 
207 
(W-1) 
Date Description 


<< 
| Specific Balance 
1-Jan-05 Loan 


2,000 2,000 
1-Јап-05 Construction payment (600) 1,400 
1-July-05 Construction payment (1,200) 200 
1-Sep-05 Construction payment (200) - 
(W-2) Investment Income 
1-Jan-05 (1,400 x 10% x 6/12) 70 
1-Jul-05 (200 x 10% x 2/12) 3 
ar 
No borrowing Cost will be capitalised because amongst the 3 criteria of capitalisation, one is that 
We have Started the project which is not the case here. ` 
Answer. 
Ээжээ 
me Ming cost to be capitalized 
P curred during construction on specific borrowing (W-3) 38,750 
` investment income during construction (W-2) — (9.900). 
| 9.900) 
бул) 28.830 
Date 


Description 


Specific Bal 
— anc 
l-Mar-05 Balance in loan A a/c on commencement of project 23 
31-Mar-05 


500,000 
Construction payment 


30 
(300,000) 200 000 
30-Арг-05 Construction payment A sone 
O Apr PEE 400,000 500,000 
31-Jul-05 Construction payment 
31-Jul-05 Loan repayment 
(320,000) во ооо 
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(W-2) Investment Income 
1-Mar-05 (500,000 х 6% x 1/12) 


31-Mar-05 (200,000 х 6% x 1/12) 250 
30-Apr-05 (100,000 x 6% x 1/12) " 
1-Jun-05 (500,000 x 6% x 2/12) 500 
31-Jul-05 (180,000 х 6% x 1/12) 5,009 
570 
900 
(W-3) Interest accrued on specific borrowing 9 
Loan A (500,000 x 10% x 6/12) 
25,000 
Loan B 
1-Jun-05 Loan received 400,000 х 15% x 2/12 10 
31-Jul-05 Less: Principal repaid (100,000) 009 
300,000 х 15% x 1/12 3,750 
— uS 
Answer-7 
Capitalisation Rate of eneral borrowin 
Losi Period Loan Rat 
outstandin Outstandin ае Interest 
Loan А. 900,000 x 12/12 900,000 12% 108,000 
Loan B 560,000 x 9/12 420,000 15% 63,000 
Loan C 780,000 x 11/12 715,000  : 10% 71,500 
Loan D 690,000 x 7/12 402,500 1796 68,425 
Rate for general borrowing (310,925/2,437,500) 12.76% 
Answer-8 . 
Rs. in million 


Capitalisation Rate of general borrowing 
Period dona Rate | Interest 


| HBL 9 x 8/12 
| NBP 17 x 4/12 5.67 13% 0,737 
| Id 25 x 6/12 12.5 17% 2.125 
! Allied Bank 32 x 2/12 5.33 20% _ 1% 
| 29.5 Lum 
Rate for general borrowing (4.829/29.5) 16.37% 
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aer? 
yor Rs in ‘million’ 


spterest accrued on general borrowings 
|дщг14 5 (13 x 11.68% x (11-2)/12) 114 
capitlisation will be suspended for the month of February and March. 
срайзйон Rate of genera! ротові 
Period 
aoe БӨӨ DT - 
15.00 10% 1.50 


pICIC 15 x 12/12 
HBL 10 х 9/12 7,50 12% 0.90 
MCB 8 x 8/12 5.33 16% 0.85 
27.83 25 
Rate for general borrowing | (3.25/27.83) 11.68% 
Investment income is ignored as the borrowings are general. 
Interest accrued on general borrowings 
-Jan-14 (30,000 x 10.1476 x 12/12) 3,042 
14-14 (40,000 х 10.14% х 7/12) 2,366 
1-№оу-14 (20,000 х 10.14% х 2/12) 2338. 
5,746 


(W-1) Capitalisation Rate of ge 5 
Period oan 
Loan outstanding _outstandin Rate — Interest 
MCB 50000 x 12/12 50,000 12% 6,000 
Debenture 70,000 x 12/12 70,000 8.5% 5,950 
Silk 60,000 x 12/12 60,000 10.5% 6,300 
180,000 н 18,250 
Rate for general borrowing (1 8,250/180,000) 10.1496 
18ууег-11 
nterest accrued Л 
„ре 2ссгиео оп general borrowings 
| Бар | (30,000 x 10.87% Х 12/12) 3,261 
мр (50,000 х 1087% x 712 ын 
| : фр х 1/12 ч „==. 
" (70,000 x 10.87% 7.065 
: Capitalisation Rate of general borrow: 
) Capitalisation Rate of eneral porrowin iod TN 
perio Rate Inte 
Loan outstandin outstandin rest 
MCB 50000 х1212 50,000 12% 6,000 
р ‘000 1212 80,000 8.5% 6,800 
Sbenture 80, 912 4,500 13.0% pee 
Silk 6,000 л 0 
30,000 15.0% 4.50 
HBL 90,000 x 4/12 0,0 4,500. 
! 164,500 17,885 
(17,885/1 64,500) 10.87% 


Rate for general borrowing 
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Answer-12 


Capitalisation rate on gencral borrowing (2,600,000/20,000,000) i» 
Л) 
Interest accrued on general borrowings 
General borrowings 1-Jan-20X5 (300,000 x 13% x 12/12) 39,009 
1-Арг-20Х5 (200,000 х 1396 х 9/12) 19.509 
1-Jul-20X5 (250,000 х 1396 x 6/12) 16250 : 
1-бер-20Х5 (150,000 х 13% х 4/12) 6,500 
1-Oct-20X5 (200,000 x 1396 x 3/12) 6,500 
. шин 
87,750 
b) Depreciation is not charged as asset is yet not complete. 
Cost of asset 
Construction cost paid (300,000 + 200,000 + 250,000 + 150,000 +200,000) 1,100,000 
Add: Borrowing cost to be capitalized 87,750 
1,187,750 
с) Net book value 
Cost 1,187,750 
Less: Accumulated depreciation 4 
1,187,750 
Answer-13 
Borrowing cost to be capitalized 
Interest incurred during construction on general borrowing 
(20,000,000 x 8.23% x 12/12 ) 1,646,000 
Period Loan 
Interest 
Loan outstanding outstanding mate P 
Bank loan 5,000,000 x 12/12 5,000,000 7% 350,000 
Institutional loan 7,000,000 х 12/12 7,000,000 8% 560,000 
Corporate bonds 10,000,000 х 12/12 10,000,000 9% 900000. 
22,000,000 1,810,000, 
Rate for general borrowing (1,810,000/22,000,000) 8.29% 
Answer-14 Rs. In 40007 
a) Borrowing costs to be capitalized 400 
Interest incurred during construction on specific borrowing (20,000 x l, 
7%) ) 
Interest incurred during construction on general borrowing (W-2) — 
: 496 
(W-1) И 
Date Description Specific General _ Balan 
1/1/2014 Loan raised 20,000 
1/1/2014 Construction cost of Rs, 50,000 (20,000) (30,000) 


1/10/2014 . Construction cost of Rs, 30,000 


(30,000) 
As there are no surplus funds, so investment income is not calculated. 
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ye —— — M823 BORROWING созт 


xs Loan amount Period outstanding "nee bii 
outstandi e I 
ч 100,000 - 12/12 100 с - nterest 
р 2 40,000 х 12/12 , 1096 10,000 
| 1 ——140,000___ 13.200 
gate for general borrowing (13,200/140,000) Er 
"1 Interest incurred during construction on eneral borrowin 43% 
(30,000 (W-1) x 9.43% x 12/12 ) 
2,829 
W-1) x 9.43% x 3/12 + 
(30,000 (W-1) ) 201 
3,536 
Answer-15 
gorrowing cost to be capitalized 
Interest ОП specific loan net of investment income (W-3) 50,000 
Interest on general loan 41.250 
91,250 
(WI) 
Date — — 3 $0 _ Description — — 1 1 1  Speclfic General _ Balance 
1/1/06 Loan obtained 700,000 
1/1/06 Construction cost 200,000 500,000 
30/9/06 Construction cost of 600,000 (500,000) (100,000) - 
31/3/07 Construction cost (1,200,000) 
30/6/07 Construction cost (200,000) 
: Т.оап 
(W-2) Loan Period outstanding — , tstanding Rate Interest 
2.5% loan 1000000 | х12/2 1,000,000 12.5% 125000 
10% | 2112 1,500,000 10.0% 150,000 
P 1,700,099 ч — 2,500,000 275,000 
-— » —————-—_ 
| 11.00% 
| (275,000/2,500,000) 
| 


Rate for 
general b i 
(W.3 al borrowing 


Mn 
Ше Бо borrowing interest 70,000 


ie incurred during construction on specific borrowing 20.000) 
S In . -525 ү 
Vestment income 30,000 
ШЕ i 
t rowing А 
"ең incurred during construction on general borrow ae 8,250 
( 100,000 х 11% х 9/12 ) 33,000 
( 1,200,000 х 11% x 312) . 
% x 0/12) — 355 
(209000. so 
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Answer-16 
Expenditure incurred 


(7,500,000 + 9,500,000) 


Specific Borrowing (W-1) 17,000,009 
Interest incurred during construction on general borrowing (W-3) "9500 
0,05 
Date Description Specific G 
1/1/2014 Loan raised 5,500,000 eneral 
1/1/2014 Construction cost of 7,500,000 (5,500,000) (2,000,009 
) ; ) 

1/7/2014 Loan raised 3,250,000 
1/9/2014 Construction cost of 9,500,000 (3,250,000) (6,250 000) 
(W-1) | 


Interest incurred during construction on specific loan 


(5,500,000 x 10%) 
(3,250,000 x 12% x 6/12) 


(W-2) 


15% Bank loan 
10% Bank loan . 


Rate for general borrowing 


(W-3) 


incurred 


(6,250,000 x 14.94% x 4/12) 


550,000 
195,000 
OS уулт 
w 
Period .Loan 
Loan outstandin Outstandin Rate Interest 
6,500,000 - x 12/12 6,500,000 15% 975000 
1,000,000 x 1/12 83,333 1090 833) 
6,583,333 983,333 
(983,333/6,583,333) 14.94% 
ring construction on gener ] borrowin 
(2,000,000 x 14.94% x 12/12) ани 
(05 
Rs. In “00° 


Answer-17 


Borrowing cost to be capitalized 


Interest incurred during construction on specific borr. (500 x 15% x (12-2)/12 ss 
Less: Investment income during construction (W-2) 10 


Interest incurred during construction on general borrowing (W-3) 


| 


— $8 
wn БЭР ин 
е 
— Pate | Description — . — Specific General Ване 
hee Opening balance of loan 500 300 
кее .. ymfnt of 200 (200) 100 
Ea onstruction payment of 200 (200) 
vos Construction payment/of 200 (100) (100) 
ct- Consiru&tjón fíáyiment of 200 (200) 
(W-2) Investment income “ 
-Jan-07 : 
1-Арг-07 (300 х 8% х 3/12) : 


(100 х 8% х (3-1)/12) 
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да Sorrow : К 
^o veg] BR M 
100 x 13% у 
Жар... ? 


00 
2500 42.00 
00 149, 35.00 
1700509 1,100.00 143.09 
Ing : 
| (43/1, 0) 13.09; 
0 
Answer-1§ 
Borrowin COsts to be са italizeq 
Interest on Specific loan Det of investme t inc 
Interest incurred during Construction 0 general bore 19) 32,062 
~IL 
(W-1) —— 
Date D Scription 
15/8/07 | 
| 15/8/07 
l/11/0 
1/3/08 


150 230,000 
Of Rs, 20 ,000 (200,000) 30,000 
ost of Rs. 300,000 (5 0,000) (250,000) 
(W.2) Shecific borrowing interest 
| Interest incurred dur 
0 


ing construction on Specific borrowing • 34,000 

(400,000 x 9)х(9.54/12) "E "гэн 

Less. Investment income 3) 32 063 

3) Investment Income /12) 1,563 
15/8/07 (250,000 х 396 х 2.5 375 

1/1 1/07 [(50,000 х 396) x (4-1/12)] 1,933 
— ÁMÀe € 

Wag) Int g ing 11,350 

Crest on eneral borrowin , 
(250,009 (W-1) х 18% x 3/12) \ 
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Answer-19 
Borrowin costs to be capitalized: 
Interest on specific loan net of investment income (W-2) 425,000 
Interest incurred during construction on general borrowing (W-4) — 204167. 
629,167 
42107 
(W-1) 
— Date  Descripion 00000000 Equity Specific — General Balance 
1/2/12 Right issues 3,000,000 
1/2/12 | Construction cost of Rs. 2,000,000 . (2,000,00 
0) 
1/3/12 Construction cost of Rs. 500,000 (500,000) 
1/4/12 Specific loan raised 5,000,000 
1/412 Construction cost of Rs. 3,000,000 (500,000) (2,500,000) 2,500,000 
1/8/12 Construction cost of Rs. 6,000,000 (2,500,000) (3,500,000) 
(W-2) Specific borrowing interest 
Interest incurred during construction on specific borrowing (5,000,000 x 12% x 9/12) 450,000 
Less: Investment income (W-3) (25,000) 
425,000 
(W-3) Inyestment Income | 
1/4/12 (2,500,000 x 3% x 4/12) | 25000 
(W-4) Interest on general borrowing 
(3,500,000 (W-1) х 14% x 5/12) . 204167 
Answer-20 я 
Borrowing cost to be capitalized 
Asset A _ Asset B_ 
^ Interest incurred during construction on specific loan 
(1,000,000 x 7%) 70,000 105,000 
(1,500,000 x 7%) , 
Less: Investment income : 
(500,000 х 4% х 6/12) (10,000) (15,00) 
(750,000 x 4% x 6/12) — 30000. 
60,0000 _ —— 
-1) Asset А nce 
Он Description Specific General _ Bale 
1/1/2014 Loan raised 1,000,000 500,000 
1/1/2014 Construction cost (500,000) - 
1/7/2014 Construction cost - (500,000) 
-2) Asset B palane? 
ач Description Specific General Эр 
-17/2014 Loan raised 1,500,000 750,00" 
1/1/2014 Construction cost (750,000) 
1/7/2014 Construction cost (750,000) 
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wer2l "AY 26 
догон цаас цал Plant A Plant B 
incurred during construction on specific loan 
terest (200,000 x 10% x 6/12) P 10,000 
(200,000 x 10%) 20,000 
ess: Investment income (W-3) ___ (7,350) 
10,000 —— ^ 12,650 
We will stop capitalization on plant A on 30/06/14 as the construction has ceased. 
(94) Plant A 20 
Date Description Specific General Balance 
11/2014 Loan raised ( Note ) 200,000 
1/1/2014 Construction cost (200,000) - 
(W-2) Plant B 
^. Date Description Specific General Balance 
1/2014 Loan raised ( Note ) 200,000 
1/1/2014 Construction cost (60,000) 140,000 
30/6/14 Construction cost (70,000) 70,000 
(W-3) Investment income on plant B 
(140,000 х 7% x 6/12 ) 4,900 
(70,000 х 7% х 6/12 ) 2,450 
7,350 


Note: Plant A got completed for Rs. 200,000, therefore the remaining loan of Rs. 200,000 


(400,000 -200,000 ) will be used for plant B. 


s 


Answer-22 


=: 


Interest expense for the year 


l-Jan-15 Loan received 90 x 12% x 6/12 
30-Jun-15 Less: Principal repaid — (0) 
80 x 12% x 6/12 
31-Dec-15 Less: Principal repaid . (0) 
31-Dec-15 Balance 10 
Мг. Тіри 
Statement of Financial Position (Extracts) 
as on December 31, 2015 
Equity and liabilities 
On-Current Liabilities ' 
Се Liabilities T 
“ent portion of long term loan corm) 


Note: Current portion is payable on June 30, 2016 and December 31, 2016. 
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Rs. in 'm.' 


50 


20 
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Answer-23 


Interest expense for the year 


1-Jan-15 Opening balance 70 
1-Jan-15 Less: Principal repaid (5) 
65 x 15% x 6/12 4.88 
1-Jul-15 Less: Principal repaid (5) 
31-Dec-15 Balance 60 x 15% x 6/12 4,50) _ 
9.38 
Mr. Atif 
Statement of Financial Position (Extracts) 
as on December 31, 2015 
Rs in 'm.' 
Equity and liabilities 
Non-Current Liabilities 
Loan payable (60 — 5 — 5) 30 
Current Liabilities 
Current portion of long term loan . (5+5) 10 
Interest payable ' | | 4 
Note: Current portion is payable on January 1, 2016 and July 1, 2016. 
Answer-24 
Interest expense for the year | Ban 8 
l-Aprl5 Loan received 150 x 13% x 3/12 ы 
30-Jun-15 Less: Principal i ( 
| pal repaid 15) 439 
i : ` 135 х 13% х 3/12 
30-5ер-15 Less: Principal repaid (15) 3,90 
120 x 13% x 3/12 
31-Dec-15 Less: Principal repaid (15) 
31-Dec-15 Balance 105 —Ó 
13. 
a 
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Mr. Taimoor 
Statement of Financial Position (Extracts) 
as on December 31, 2015 | 

| Rs in 'm.' 

Equity and liabilities 
Non-Current Liabilities 


Loan payable (105 – 15 – 15 – 15-15) 45 


Current Liabilities 
Current portion of long term loan Ele panem „ 


Note: Current portion is payable on March 3 D 2016, June 30, 2016, September 30, 2016 and December 
31, 2016. 


Answer-25 
Interest expense for the year Rs. in m.' 
|-Oct-15 Loan received 80 x 9.125% x 1/12 0.61 
1-Моу-15 Less: Principal repaid (10) e | 

70 x 9.12596 x 1/12 0.53 
I-Dec-15 Less: Principal repaid (10) 
31-Dec-15 Closing balance of loan 60 х 9.12596 x 1/12 0.45 

nM 

Annual rate of interest (0.25/Rs. 1,000) x 365 days 9.125% 


Mr. Mouse 
Statement of Financial Position (Extracts) 
as on December 31, 2015 
1 ! ! 
Sting iain Rs. in 'm. 
Non-Current Liabilities | 
Loan payable - 


Current Liabilities (80-10-10) 
Current portion of long term loan 60 
Interest payable 0.46 


Ote: Current portion is payable in remaining 6 installments starting from January 1, 2016. 
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CHAPTER-3 | 
: IAS 23 BORROWING COST 


VEDI 1 ICAP PAST PAPER QUESTIONS 


iQuestion-I 
On January 1, 2007, Imran Limited started the construction of its new factory. The construction period is 
0 million. The work has been divided into 5 


approximately 15 months and the cost is estimated at Rs. 8 
phases and payment to contractor shall be made on completion of each phase. In the year 2007, the 
project has been financed through the following sources: 
(i), Right shares amounting to Rs. 15 million were issued on January 1, 2007. The company usually 
ane pays a dividend of 10% each year. 
v (И Bank loan of Rs. 32 million carrying a mark up of 13% was raised on March 1, 2007. 
(iii) Оп August 1, 2007, Rs. 10 million were borrowed from the bank. Interest thereon, 15 payable at 


the rate of 11%. | | M 
wha pna 22 Bem as 82и йс. 
5 follows: 


The interest received on such 


October 1,2007 
ment not yet made 
The unutilized portion of the loan was invested in the money market. 
investment amounted to Rs. 0.5 million. 

On June 1, 4007, Building Control Authority lasued instructions for stoppage of work on account of 
certain discrepancles In the completion plan. The company filed a petition in the Coürt and the matter was 
decided in the company's favour on July 31, 2007. During this interim period, construction Work 


remained suspended. 


Required: | 
unt of borrowing costs-that may be capitalised as on December 31, 2007 in accordance 
(17) 


Calculate the amo 
with the requirements of IAS-23 “Borrowing Costs”. 
| {Spring 2008, 083) 


uestion-2 1 
в engaged in the construction of small townships. It announced a new township with 8 


White Limited i 
name and style of ‘Ashiyana’. 


The estimated cost of the project is as under: 
Land Rs. 180 million 


Construction / Rs. 100 million 
The company planned to finance the project through shareholders' equi : 
to be received from buyers. The land r equired for the project was in НЫ dm = y i шит 
had been acquired in 2003. The construction started on January 01, 2006 ын ean ieee a up. 
А over , 


2006. 


Details of costs incurred are as follows: 


All the above bills were paid on the same dates d^ 
oye 5 OXCC or е 5, . 
was paid in January, 2007. cept for Rs, 15 million included in finishing 05: which 


282 


P 


Scanned with CamScanne 
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ped as under: 


ie Bouree at Rs in million | Kimaneeeost | 
| Shareholders equit equity ^ — — | 10.00 Yield required is 3094 

Mar 01.08 Shareholders, ; 30.00 Carry markup @ 12% p.a. 
Mar01.06 | 


40.00 Carry markup (à) 18% p.a. 
06 [Bank Loan-B | 400 — | 
үн " 06 Down payments 24.50 No financial cost 


pus the amount of borrowing cost that can be capitalized as on December 31, 2006 by the company 
e à 
us IAS 23 (Borrowing Costs). (15) 


{Spring 2007, 0 8 5) 


tion-3 А 
ише 01, 2001 Jamal Nasir & Company contracted Wardah Construction Company to have a 


building constructed for Rs 2.8 millions. Jamal Nasir & Company made the following payments to the 
construction company during 2002: 


January 1 March 1 May 1 December 31 Total 
Rs 420,000 Rs 600,000 Rs 1,080,000 Rs 900,000 Rs 3,000,000 


Construction was completed and the building was ready for occupancy on December 31, 2002. Jamal 
Nasir & Company had the following debt outstanding at December 31, 2002: 


Specific Construction Debt 


i, 15%, 3-year loan obtained to finance 


December 31, 2001 ‚ With 
Other Debts 
ii. 


purchase of land and construction of the building, dated 
interest payable annually-on December 31 - Rs. 1.5 million 


10%, 5-year loan pay 
. c 31 - Rs.1.1 million 
TL. 12%, 10-year bonds issued on December 31, 1997, with interest payable annually on December 


Jl - Rs. 1.2 million 
Required 


able, dated December 31, 1998, with interest payable annually on December 


Keeping in view the requirement of IAS 23, calculate the following: 


a) Total actual interest cost for the year (03) 
b) Capitalization rate of borrowing cost (05) 
©) Interest cost to be capitalized (07) 

{Spring 2003, О # 5} 


Question-4 


On 1 July 2014 Alpha Trading Limited: (ATL) signed an agreement with Quality Builders Limited for 
Const , 


and | 


ruction of an office building at a cost of Rs. 500 million. Construction commenced on 1 July 2014 
5 planned to complete on 30 June 2016. The payments made to the builders were as follows: 


Net payment 
(Rs. In million) 


| 50.00 
E 1990 | 
[3] 100.30 


Description 


ш 
10-Sep-2014 L| 
30-Dec-2014 || 


31-Jan-2015 


Scanned with CamScanne 


CHAPTER-3 IAS 23 BOR 


The progress bills were paid after deduction of advance and retention money at 10% and 5% of th 
amount of the bills respectively. Retention money 18 to be refunded on completion of warrant ee 
one year from the date of completion of the building. у period of 
On | September 2014, the construction work was stopped for one month to resolve geologi 
complications pertaining to foundation of the building. Ogical 
The construction cost has been financed from the following sources: 
(i) Bank loan of Rs. 100 million was obtained on 1 July 2014. The loan carries a mark-up of 11% 
payable semi-annually on 31 December and 30 June cach year. The principal is repayable in fötr 
equal annual instalments, commencing from 1 April 2015. 
(ii) Existing finance facility was used for balance payments. Average running finance 

balance for the year ended 31 December 2014 was Rs. 190 million. Mark-up charges for the year 


ended 31 December 2014 amounted to Rs. 24.70 million. 
(iii) Surplus funds available were invested in a saving account (4, 7% per annum. 


ATL computes finance cost on a monthly basis. 


Required: . 
From the above information, compute the related amounts and disclose them under appropriate heads in 
31 December 2014 in accordance with the International 


ATU's Statement of Financial Position as at 
Financial Reporting Standards | (12) 
L L 53. {Spring 2015, Q3 7] 
Цэ : 
wer C sho L 
ding and 


On September 1, 2008, Spin Industries Limited (SIL) started construction of its new office Бш 
1009. The payments made to the contractor were as follows: 


completed it on, May 
we Cop Date of Payment | Rupees | 
September 1. 2008 а. | 10,000,000 
December 1, 2008 (5) Г 15,000,000 
February 1, 2009 W@ | 12,000,000 
June 1,2009 © | 9,000,000 


In addition to the above payments, SIL paid a fee of Rs. 8 mi ion ember 1, 2008 for obtaining 3 
permit fee allowing the construction oris building. s-Emillion on Берн ; 1 
The pr pies was financed through the following sources: фиг} Loan 
(i) (1^. On August 1, 2008 a medium term oan of Rs. 25 million was obtained specifically for the 

Ya р semi-annually. 


constructi ildi : 
Ce ‘A жас н ы buiding: The loan carried mark up of 12% per anı 
j 4 4 Aw 
Surplus eun t fee @ 0.5% of the amount of loan was charged by the bank. > 24272207 T 
Surplus funds меге 1 in savi : : : SIL ра! 
бо lifes plus " vines account @ 8% per annum. On February l, 2009 SIL pare 
ә six monthly interest plus Rs. 5 million towards the principa le n 
(i) Existing running finance facilities of SIL ards the principal fst Гахе 4 
° Running financ ilitv of ILS 
ОШО, а of Rs, 28 million from Bank А carrying mark up of 13% payable 
rage outstandi , ii! | - Rs. 25 
million: ge outstanding balance during the period of construction was Rs. 2 
. Running fina ility ; Т 
g finance facility of Rs, 25 million from Bank В. The mark up accrued during Шё 


period of constructi vas Rs 1 
tion was Rs, 3 million and the average running finance balance during 


that period Was Rs. 20 milli 
m Required: million. 
t! Calculate the amount о 1 
requirements of 2. єн capitalized on June 30, 2009 in accordance with the 
( sony of months), — g Standards, (Borrowing cost calculations should be based ОЛ 
0), Calculul Cort 0] bulletin) (18) 
{Ашитп 2009, Q? 4j 


27 


2 
/ С. et “444, p hi V 4 f =. 
2 OM OE tul 7 болг ol 9t t 412 Ji,» Г 
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| 
CHAPTERS LS — — | 


хайс d its new factory. The 
uestion-® 2012, Marvellous Engineering Limited (MEL) started construction of 1 
On 01 Minn work was completed on 30 No 
constru 


as 
vember 2012. The payments made to the contractor were 
follows: 


Description 
01-Jan-12 12% Redeemable reference shares 


| 150 
01-Арг-12_ | 14% TFCs for four years ЗЭР | 300 
Хаана of righ stares (esinen Rag RR ---38-- 
The following additional informati | 
() The preference shares would be redeemed on 31 December 2016, 
(ii) ^ Surplus funds Were invested in a Savings scheme @ 9% per annum. 
(i) ^ Due to delay in supply of construction material, 

June 2012 to 30 June 2012. : 


Required: 


on is also available: 


ring the year ended 31 December 2012 
uirements of International Financial 
calculations of borrowing co 


Reporting Standards. (Assume that 
sts are based on number of months) (10) 
m Эн {Spring 2013, O # 6} 
(Question=7) 
On 1 March 2010, Granite Corporation (GC) started the construction of a new plant to meet the growing 
demand for its products. The new plant was completed at а cost of Rs. 100 million on 31 May 2011 
GC financed the cost of the project from the following sources | 
() | 


y for the construction 
per annum payable semiannually. An arrangement 
fee @ 1% of the loan amount was paid to the bank, 
WO installments, each comprising of repaymen 


t of principal of Rs. 5 million with interest, Were 
, Апу additional amo 
(ii) Urplus funds were 

Payments made to t 


п carrying mark-up @ 
ded through this facility 
r annum, 


Rs. in million 
01 March 2010 | 2s 


30 September 2011 | 10 | 


was suspended from 1 February 2011 to 


1490 per annum. 


The Construction work 


28 February 201 l. The 
Suspension was caused due to delay in shipment of essential components for the installation of the 
А plant, ' 
“quired: 


italiz ing | ded 
alculate t ing costs that may be capitalized during the years en 
2011 in he amount of borrowing 


30 June 2010 and 
. . Accordance with the requirements of International Financial Reporting Standards, (2 


0) 
(Autumn 201 1,082) 
=> 
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CHAPTER. 
Р, 3 IAS 23 BORROWING ¢ 
OST 
QUESTION 0% 


Bulan Pakistan Limited (BPL) is planning to commence construction of a 
01 January 2023 and is expecting to complete it by 30 November 2023. The mana or dois 0 
ascertain the borrowing costs that can be included in the cost of warehouse. оны 2 Wants to 
respect are as follows: | etails in this 
(i) Expected payments related to the construction of the warehouse will be as follows: 
‘Description | _Dateof payment вх 
1% bill of contractor ]-Feb-23 [0-7] 
1-Арг-23 


2^4 bill of contractor 
1 -Sep-23 — w 


3" bill of contractor 


Last bill of contractor 1-Dec-23 ИШЕ иШ 


(ii) · The project can be financed through the following sources: 

Specific loan of Rs. 350 million at the rate of 16% per annum to be obtained on 
_ 0l January 2023. The principal will be payable in 5 equal annual instalments along with 
г interest, from 1 January 2024. 

Withdrawals to be made from existing running finance facilities. These facilities will also 
be used to finance other needs of BPL. Details of these facilities are as follows: 


Expected average [ interest rates | 
balance for 2023 Interest rates 
SS Rs. in million ----------- 222221 


[— — 38 . |] Me 


ted in a saving account at 1076 per annum. 
f June 2023 due to usual 


(iii) Тһе surplus funds available from the loan will be inves 
(iv) The construction work is expected to be suspended for the entire month o 
monsoon rains. 


Required: | 
е following 


Calculate the borrowing costs to be capitalised in the cost of warehouse in each of th 
independent cases: 

(a) if all the payments will be made from the specific loan only. (н) 
(5) if all the payments will be made from running finance facilities only. (04) 


Pp 
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аш —___._1aS23 BORROWING COST 


4 ICAP PAST PAPER SOLUTIONS 
m ATER SOLUTIONS 


маны 


All figure in Rs. in ‘000’ 
porrowing cost to be capitalized 
0 


interest incurred during construction on specific borrowing 


(W-1) 3,231 

Less: Investment income excluding suspension period (500/10 x 8) (400) 
2,831 

(9-1) Interest accrued on specific loan — 


LMar07 First loan 32,000 x 13% x.(10-2)/12 


2,173 
|-Aug-07 Second loan 10,000 x 11% x 5/12 458 
3,231 
Answer-2 
| ; All figure in Rs. in ‘000° 
- Borrowing cost to be capitalized 


Interest incurred during construction on specific borrowing (W-1) 


8,100 
(W-1) Interest accrued on specific loan 
1-Маг-06 Loan A 30,000 x 12% x 9/12 ` 2,700 
1-Маг-06 Loan В 40,000 х 1896 х 9/12 5,400 
7 8,100. 

We will start capitalisation from March 1 because it is the date on which we started incurring borrowing 
Cost, . 
Answer-3 n 

All figure in Rs. *000* 
a) Actual interest cost | 


Interest incurred on specific borrowing (1,500 x 1596) 


225 
Interest incurred on general borrowing 41,100 х 10%) + (1,200 x 12%) — 
| . EE £i ANA 
b) Capitalisation Rate of general borrowing 
Period Loan 
zm outstandin outstandin Rate Interest 
Loan payable 1,100 x 12/12 1,100 100510 
Bonds issued 1,200 x 12/12 1,200 12.0% "PN 
Rate for general borrowing (254/2,300) 11.046, 
9 2 
Borrowing costs to be capitalized | 
телип costs to be capitalized i Р 
Interest incurred during construction on SP TE n х 1596) ч : 
: : ITOW : 
Interest incurred during construction on general Бо g 248 
(№. | : f 
9 ханы accrued on general borrowings кыо » 
-May- 
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CHAPTER-3 IAS 23 BORROWING Cog 
(W-2) 
-Pate Description _____—_Spesifie_Generay 
1/1/2002 Opening balance of specific 1,500 eral 
1/1/2002 Construction payment of Rs. 420 (420) 
1/3/2002 Construction payment of Rs. 600 (600) 
1/5/2002 Construction payment of Rs. 1,080 (480) (600 
31/12/2002 Construction payment of Rs. 900 (900 
Answer-4 
Alpha Trading Limited 
Statement of Financial Position (Extracts) 
as on 31 December 2014 
Assets Rs in 
‘million’ 
Non-current assets 
Capital work in progress (W-1) 216.358 
Non-current liability 
Bank loan (100 x 3/4) 75 
Retention money payable (W-6) (4.7 + 5.9) 10.6 
Current liability 
Current portion of bank loan (100 x 1/4) 25 
Payable for construction 1 (W-6) 1003 


Note: “Advance” is not shown in SOFP because no bifurcation can be made between its current and non- 


current portion as future progress bill details is not available. 
(W-1) Cost of capital work in process 


Interest on Specific borrowing | (W-3) 
Interest on general borrowing (W-4) 


Gross payments | (W-5) 


(W-2) Receipt and payment schedule 
Year ended 31 December 2014 


Date Description Specific General Balance 
г a a i || ЮВ coe 
1-July-14 Receipt | pan loan : 
' ]-uly-14 Advance payment (50) 50 
31-Oct-14 15 progress bill of 79.90. (50) (29.9) 
“Аз interest payment is on 31 December so it will n | 
ot effect i 
(W-3) Specific Borrowin ct any of the calculation. 
Interest incurred on specific loan 3 
1-Jul-14 Loan received ^ (100 110 458 
Less; Investment Income | VU os рид) 
1-July-14 5) 
КМШ (W-2) (50 х 7% х (4-1)/12) ш 
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General Borrowing 

av) „incurred оп eneral loan 
5 

je 


Gereral 


penam 


(^ 


l-14 Advance | 
Bon I*'Progress bill 
qum 2% Progress bill 


(W-6) Entries for construction related payme 


(W-2) (29.9 х 13% x 2/12) 


0.65 
0.65, 
(24.7 1 190) 13% 
Gross Amount Retention Advance adj. Net 
(Net money (Gross (Gross х 10%) ^ payment 
ayment/85x100 х 5% 
50.0 
94.0 47 9.4 79.9 
118.0 5.9 11.8 100.3 
212 


nts onl 


for understandin of students onl 


Advance 


Retention money payable 


Payable for construction 
Recording 


Advance 

Retention money payable 

Payable for construction 
ecording progress bill 


Чин 
Borrowing Costs to be capitalized 
Mmitment fee (25,000 x 0.5%) 
trest incurred during construction on specific borrowing (W-2) 
3 Investment income during construction (W-4) , 
test incurred during construction on general bomowmg we 


289 


All figure in Rs in ‘000° 
125 
2,050 
(138) 1,912 
1,635 
3,672 ах 
346 Milin 
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G Cop, 


(W-1) Receipt and payment schedule 


Date Description . 
Specific Сеце 


1-8ер-08 Opening balance of specific loan ^ 25,000 al Bal 
1-Sep-08 Commitment fee ( 25,000 x 0.5% ) | ( 125) x 
1-Sep-08 Construction payment (10,000) 


1-Sep-08 Permit fee (8,000) 
| (18,125) 
]-Dec-08 Construction payment of Rs. 15,000 (6,875) (8,125) 685 


1-Feb-09 Principal payment of loan 
1-Feb-09 Interest on loan (25,000 x 1296 x 5/12) 
1-Feb-09 Construction payment of Rs. 12,000 


cg (18,250) 
-Aug but the project is started on 1-Sep therefore this date is write, 


Although these 2 amounts relate to 1 


(W-2) Interest accrued on specific borrowing 
25,000 x 1296 x 5/12 12% 


1-бер-08 ‚ Opening balance of loan 


1-Feb-09 Less: Principal repaid (5,000) 
20,000 x 12% x 4/12 800 


(W-3) Interest accrued on general borrowing 
96 x 6/12) 653 


General (8,125 x (W-5) 16.11 
General (18,250 x (W-5) 16.11% x 4/12) eel 
635 
1,635 


On 31-5-09 building is complete, so we will stop capitalisation. 


(W-4) Investment Income 
1-Sep-08 Onwards (6,875 x 8% x 3/12) 


(W-5) Rate of general borrowing 
Weighted Rate Interest 
loan 129 
Bank A | 25,000 13% um 
Bank B | 20,000 171 
45,000 


Rate of general loan (7,250/45,000х100 16.11% 


5 3,000 /9 Х 12 = 4,000 
Answer-6 00" 
All figures in RS” 


Borrowing cost to be capitalized 


Interest incurred during construction on specific borrowing (W-2) 
Less: Investment income during construction (W-3) 262 
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i ]  viption Equity Specific — General Balance 

BL Pre. cnce shares | 150,000 

er Consti. ction payment (100,000) 50,000 

и, TFC lo». 300,000 

-- )  Construciion payment (310,000) 40,000 

о Right shares 50,000 

D us accrued on specific loan 

pori ference shares 150,000 x 12% x (11-12 15,000 

ай? ТЕС 300,000 х 14% x (8-1)/12 24,500 
39,500 

X Investment Income 

0-12 — (50,000 x 9% x 3/12) 1,125 

pApr-12 (40,000 x 9% x (8-1)/12) 2,100 

3,225 
Answer=7 


All figure in Rs in '000' 


0 ts to be capitalized 


Commitment fee (7,000 x 1%) 700 
Interest incurred during construction on specific loan (W-2) 
Less: Investment income during construction (W-3) (1,181) 1,852 
2,552 

(14) 
Date Description Specific General Balance 
I-Mar-10 Loan receipt 70,000 
'Mar-10 — Commitment fee ( 70,000 x 1%) 
HMa-l0 ^ Construction payment (25,000) 

(25,700) 44,300 
02) Interest accrued on specific borrowing i ell 
Harl) — (70.000 x 13% x 4/12) 3,033 
ч, Investment Income T 

"10 Onwards (44,300 x 8% x 4/12) > 


Кз Гу eg a ee es йг iM R ын 
EL Yers 30 June 2011 | 
Borro . 
Win a 
Ie Costs to be capitalised 5 xs 
(1,749) 5,239 


Test | , : 
le curred during construction on specific borrowing ы 
Ite, a estment income during construction | ыз мез 
Incurred during construction ca general borrowing ( шаг 


29] 
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Date Description Specific General 
]-Jul-10 Opening balance available for investment Balance 


31-Aug-10 Principal payment (5,000) 44,309 
31-Aug-10 Interest (70,000 x 13% x 6/12) (4,550) 


(9,550) 
31-Jan-11 Construction payment of 65,000 (34,750) (30,250) 34,759 
28-Feb-11 Principal payment (5,000) 
28-Feb-11 Interest (65,000 х 1390 x 5/12) 
(8,521) 
(W-5) Interest accrued on specific borrowing 
1-Jul-10 Opening payable 70,000 x 1396 x 2/12 1,517 
31-Aug-10 155: Principal repaid (5,000) 
65,000 х 13% x (6-1)/12 3,521 
28-Feb-11 Less: Principal repaid _ (5,000. 
60,000 х 13% х 3/12 1,950 


- Instead of 6 months, 5 months are used in calculation as work was suspended for 1 month. 


- On 31-5-11 plant is complete, so will stop capitalisation. 


ued on general borrowin 


(W-6) Interest ucc: 


General (30,250 x 14% x (4-1) /12) ү 

General (8,521 x 14% x 3/12) Bs 
MR ee 

- [nstead of 4 months, 3 months are used in calculation as work was suspended for 1 month. 

(W-7) Investment Income 39l 

1-Jul-10 Brought forward (44,300 x 8% x 2/12) 1,158 

31-Aug-10 Onwards (34,750 x 8% x 5/12) шинэ 


Answer-8 


(a) Bulan Pakistan Limited [IAS-23] 
Int. Exp on Specific loan (350 x 16%) x 10/12 
(310 (W-1) x 10%) 2/12 


“(190 (W-1) x 10%) x 5/12 
(90 (W-1) x 10% 


(W-1) Repayment Schedule 
Description u 

Loan Alrcady rec. 

1! payment : 


350 
РЭН 40 
2nd Payment (40) ___ р _ 
3'4 payment 


| 
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Interest Expense on general loan 
р (40 х 14.2% (W-2) х 10/12) 19.63 
120 Х 14.2% (w-2) Х 8/12) 


(100 X 14.2% (9-2) X 3/12) 


Capitalization rate 
Average balance 


Rs. in million 
220 


ET 71.02 
Capitalization Rate — 200 


W-2: 


Amount 


х 100 = 14.2% 


een ri 
ee 
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ICAP QUESTION BANK QUESTION 


Shaan Limited (SL) started the construction of its new factory on 1 Janua 
5,000,000 borrowed at an interest rate of 8% per annum. 


The loan was used on the factory as follows: 


[— jan, 2018S “| 
[May 1.2018 — | vo o 
+ 01208 [=з] 


The construction of the asset was completed on 31 December 2018. However, durin 
period SL invested the surplus funds at an interest rate of 3%. 
Required u "LL 
How much the amount of borrowing cost eligible for capitalization at 31.12.2018 

Lu EM (ICAP Example 3) 
[Question 2 | 
On January 1, 2018 Sara Limited (SL) started the construction of an asset. To meet the financing 
requirements, borrowing was made from three different banks at the start of the year as follows: 


g the accounting 


Rs.in million 


The construction of asset was completed on 31 December 2018. 
Required 


Calculate the general weighted average borrowing rate and eligible borrowing cost 
uestion-3 
Looney has recently finished building a new item of plant for its own use. The item is a press for ust 1 


the manufacture of industrial diamonds. Rooney commenced construction of the asset on 1” April a 
and completed it on 15 April 2015. 


81 r i P 
1“ January 2013, Rooney took out a loan to finance the construction of the asset. Interest is charged 
the loan at the rate of 5% per annum. The annu 


; he en 

нан | al interest must be paid in four equal instalments > : 

er. Коопеу capitalises interest on ma i i les in 189 
. nufact h the rule 

Borrowing costs, ured assets in accordance wit 

The costs (excluding finance costs) of manufacturing the 


asset were Rs. 28 million. 
Required 


State the IAS 23 rules on the ca 


| t on jit 
, Tecognition and explain the amou 


pitalisation of borrowing costs, calculate the cost of the 4889 0) 


nt of borrowing cost capitalised. 
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